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STATEMENT  BY  THE  PUBLIC  SERVICE  COMMISSION 


Ever  since  1920,  when  Congress  passed  the  Transportation  Act  approving 
railroad  consolidations,  The  Public  Service  Commission  of  Pennsylvania  has 
been  concerned  regarding  the  effects  of  this  policy  upon  the  State.  Realizing 
the  importance  of  railroad  transportation  to  the  prosperity  of  Pennsylvania, 
this  Commission  has  followed  the  developments  that  have  taken  place  in  recent 
years  resulting  in  significant  changes  in  the  railroad  map  of  the  country ; and 
when  last  December  the  complete  railroad  grouping  plan  was  announced  by 
the  Interstate  Commerce  Commission  it  was  felt  that  the  time  had  come  for  a 
thorough  and  impartial  investigation  of  the  consolidation  proposals  as  they 
may  affect  the  State  of  Pennsylvania. 

After  careful  survey  the  Commission  selected  Dr.  Howard  C.  Kidd, 
Professor  of  Commerce  and  Transportation,  University  of  Pittsburgh,  as  the 
one  best  qualified  to  carry  on  this  study.  Eor  years  Dr.  Kidd  has  been  recog- 
nized in  the  field  of  economics  as  one  of  the  country’s  leading  students  in 
matters  of  transportation.  His  books,  “Principles  of  Eoreign  Trade’’  and 
“A  New  Era  for  British  Railways”,  have  received  wide  attention.  In  addition 
to  making  extensive  economic  studies  in  this  country,  as  well  as  in  South 
America,  the  Near  East,  and  Europe,  Dr.  Kidd  spent  the  year  1928  in  Great 
Britain  making  a first  hand  investigation  of  the  causes  and  effects  of  the  con- 
solidation of  British  railroads  which  resulted  in  grouping  one  hundred  twenty 
systems  into  four.  The  results  of  this  study,  as  presented  in  “A  New  Era 
for  British  Railways”,  have  been  highly  commended  by  leading  British  and 
American  authorities. 

Dr.  Kidd  was  given  no  instructions  by  the  Commission  except  to  find  the 
facts  and  to  report  his  own  conclusions.  We  are  convinced  that  he  has  ap- 
proached this  study  in  a scientific  manner  and  without  prejudice  or  bias.  We 
are  submitting  this  report  in  order  to  clarify  the  issues  involved  in  a problem 
that  is  exceedingly  complex  and  controversial. 

The  Commission  is  deeply  indebted  to  Governor  Eisher,  whose  assistance 
has  made  this  study  possible,  and  also  to  the  University  of  Pittsburgh,  which 
has  made  available  to  us  the  services  of  Dr.  Kidd. 

Dr.  Kidd’s  report  will  be  submitted  by  the  Commission  to  Governor 
Eisher  and  to  the  Senate  and  House  of  Representatives  of  the  General  As- 
sembly of  Pennsylvania,  to  the  Interstate  Comjnerce  Commission,  to  the 
Senators  and  Representatives  of  Pennsylvania  in  the  Congress  of  the  United 
States,  to  the  State  Public  Utility  and  Railroad  Commissions  of  the  United 
States,  and  to  such  other  authorities  and  representatives  of  the  public  interest 
in  Pennsylvania  and  the  country  at  large  as  are  affected  by  the  proposed  rail- 
road groupings  which  are  made  subjects  of  the  report. 

The  Public  Service  Commission  of 
THE  Commonwealth  of  Pennsylvania 

W.  D.  B.  Ainey,  Chairman 
S.  Ray  Shelby 
James  S.  Benn 
Samuel  Walker 
Emerson  Collins 
Charles  H.  Young 


FOREWORD 

This  study  of  the  effects  upon  the  State  of  Pennsylvania  of  the  consoli- 
dation of  railroads  proposed  by  the  Interstate  Commerce  Commission  has 
been  undertaken  at  the  request  of  The  Public  Service  Commission  of  the 
Commonwealth  of  Pennsylvania. 

An  extract  from  Chairman  William  D.  B.  Ainey’s  letter  of  appointment 
■indicates  the  attitude  of  the  State  Commission; 

Pennsylvania  is  deeply  concerned  in  her  railroads.  Any  deliverance 
upon  railroad  consolidation  is  of  very  great  importance  to  the  agricultural, 
industrial,  commercial  and  mining  interests  of  the  State,  as  well  as  to  the 
carriers  themselves.  All  the  consolidations  which  have  thus  far  been 
suggested  will  involve  the  railroads  traversing  the  State  of  Pennsylvania, 
and  therefore  we  are  as  much,  if  not  more  interested  in  a proper  answer 
than  any  other  state  in  the  Union.  With  the  cordial  approval  of  Governor 
Fisher,  we  invite  you  to  undertake  such  studies  which  necessarily  will 
not  be  confined  to  state  boundaries,  in  order  that  your  conclusions  may  be 
presented  to  the  Interstate  Commerce  Commission  and  to  such  other 
agencies  of  the  State  and  National  Government  as  may  be  interested. 

Although  thus  sponsored  by  The  Public  Service  Commission  of  the  State, 
this  study  has  in  no  way  been  influenced  in  its  direction,  method  of  procedure, 
or  conclusions  by  that  body.  Entire  freedom  has  been  enjoyed  in  making  this 
investigation. 

Howard  C.  Kidd. 
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CHAPTER  I 

PURPOSE  AND  POINT  OE  VIEW 

The  object  of  this  study  is  to  determine  the  public  interest  in  the  grouping 
of  railroads  proposed  by  the  Interstate  Commerce  Commission,  December, 
1929,  from  the  standpoint  of  the  State  of  Pennsylvania. 

The  purpose  of  this  investigation  is  clearly  in  harmony  with  the  inten- 
tions of  Congress  as  expressed  in  the  Transportation  Act  of  1920.  That  Act 
instructed  the  Interstate  Commerce  Commission  to  draft  a plan  for  grouping 
the  railroads  of  the  United  States  into  a limited  number  of  systems.  This  the 
Commission  has  done.  But  the  plan  is  subject  to  cbange;  and  each  specific 
application  to  consolidate  must  still  be  proved  to  be  in  the  public  interest. 
Until  public  interest  has  been  shown,  the  Interstate  Commerce  Commission 
has  no  power  to  approve  any  consolidation. 

The  desire  of  Congress  that  communities  should  safeguard  their  own 
interests  by  expressing  to  the  Interstate  Commerce  Commission  their  views 
regarding  specific  grouping  proposals  is  embodied  in  the  following  provisions 
of  the  Interstate  Commerce  Act  9 

Whenever  two  or  more  carriers  propose  a consolidation  . . . they 
shall  present  their  application  therefor  to  the  Commission,  and  thereupon 
the  Commission  shall  notify  the  governor  of  each  state  in  which  any 
part  of  the  properties  sought  to  be  consolidated  is  situated  ...  of  the 
time  and  place  for  a public  hearing.  If  after  such  hearing  the  Commission 
finds  that  public  interest  will  be  promoted  by  the  consolidation  ...  it 
may  enter  an  order  approving  and  authorizing  such  consolidation.  . . . 

In  attempting  to  determine  public  interest  in  the  proposed  railroad  con- 
solidations from  the  standpoint  of  the  State  of  Pennsylvania,  this  study 
is,  therefore,  in  keeping  with  the  wishes  of  Congress. 

^ ^ ^ 

Although  this  analysis  of  railroad  consolidation  is  from  the  angle  of 
the  State  of  Pennsylvania,  its  conclusions  have  a national  bearing.  The  prob- 
lem itself  is  a national  one,  and  the  railroads  discussed  offer  for  the  most  part 
national  transportation  facilities.  Moreover,  since  transportation  is  such  a 
vital  part  of  our  .business  structure,  any  important  cbange  in  the  railroad  map 
of  Pennsylvania  touches  the  economic  position  of  the  State;  and  in  turn  it  is 
bound  to  react  upon  industry,  mining,  agriculture,  and  commerce  throughout 
the  country.  However  much,  therefore,  we  attempt  to  limit  this  study  to 
state  boundary  lines,  we  recognize  that  the  sphere  of  influence  involved  is 
nation  wide. 

Ji?  sK 

The  attempt  to  predict  the  effect  of  railroad  consolidation  upon  Penn- 
sylvania before  tbe  regrouping  actually  goes  into  effect  leads  us  into  a maze 
of  complexities.  The  problem  is  to  discover  wbat  would  happen  to  communi- 
ties X,  y,  and  z,  if  railroad  A were  grouped  with  lines  B,  C,  and  D ; assuming 
that  a competing  railroad  K were  amalgamated  with  lines  M,  N,  and  O ; pro- 
viding that  railroad  G were  given  trackage  rights  over  railroad  J ; and  grant- 
ing that  railroad  R were  formed  into  an  independent  terminal  system ! 

^Interstate  Commerce  Act,  Section  5,  Par.  6(c). 

1 


Although  it  is  impossible  to  predict  with  absolute  certainty  the  results 
of  the  regrouping  of  transportation  properties  within  the  State,  we  are  in  a 
position  to  see  what  the  railroads  in  the  State  of  Pennsylvania  are,  how  they 
function,  and  what  service  they  are  rendering  to  the  public  at  the  present  time. 
We  can  also  weigh  the  problems  that  the  prospect  of  consolidation  raises  in 
the  minds  of  railroad  executives,  shippers,  labor  leaders,  security  holders, 
economists,  and  business  men. 

The  responsibility  for  the  policy  of  railroad  consolidation  rests  with  Con- 
gress. It  is  a policy  which  Congress  may  maintain  or  modify,  or  even  abandon 
altogether.  This  study  is  made  in  order  to  present  the  factors  which  should 
l)e  considered  before  a final  decision  allocating  the  Pennsylvania  carriers  is 
made. 

There  are  three  parts  to  this  study.  Part  I is  a discussion  of  the  complete 
plan  of  railroad  consolidation  issued  by  the  Interstate  Commerce  Commission. 
Part  II  is  an  analysis  of  the  proposed  Reading-Baltimore  and  Ohio  consoli- 
dation. This  proposed  consolidation  is  treated  as  a case.  This  case  is  con- 
sidered in  detail  for  two  reasons : to  develop  from  the  issues  actually  raised 
the  principles  that  apply  to  this  and  other  consolidation  proposals,  and  to 
]>resent  the  facts  in  the  most  controversial  consolidation  problem  in  the  State. 
Part  III  is  a much  briefer  discussion  of  other  railroads  in  the  State  involved 
in  the  grouping  program. 
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PART  I 

THE  COMPLETE  PLAN 


il'.siA. 


CHAPTER  II 

THE  NEW  RAILROAD  POLICY 


It  is  ten  years  since  Congress  passed  the  Transportation  Act  which,  In- 
endorsing  the  consolidation  of  railroads,  reversed  the  national  railroad  policy 
of  a generation. 

The  new  consolidation  policy  announced  in  1920  sponsored  two  forms  of 
voluntary  railroad  grouping : unification^  and  consolidation  { in  a technical 
sense) 

Unification  may  be  defined  as  the  control  of  one  carrier  over  another 
through  stock  ownership  or  lease,  neither  company  losing  its  corporate  iden- 
tity. Consolidation  is  the  creation  of  a new  corporation  for  the  purpose  of  ab- 
sorbing the  constituent  companies.  In  this  case  the  component  companies  lose 
their  identity. 

The  terms  merger  and  consolidation  are  usually  regarded  as  synon\-mous, 
but  there  is  a difference  between  them  in  form,  if  not  in  substance.  In  a 
merger  one  of  the  constituent  companies  retains  its  identity  and  absorbs  all 
the  other  constituent  companies.  Since,  however,  the  economic  effects  of  a 
merger  and  a consolidation  are  the  same,  the  two  words  will  be  used  inter- 
changeably in  this  study. 

Both  unification  and  consolidation  have  to  meet  one  requirement  in  com- 
mon before  they  can  come  into  existence : they  must  be  approved  by  the  Inter- 
state Commerce  Commission  on  the  ground  that  their  creation  will  promote 
the  public  interest.  They  differ  largely  in  their  sense  of  finality.  A unifica- 
tion is  easily  dissolved,  but  a consolidation  is  a permanent  union. 

The  new  railroad  policy  of  1920  made  it  possible  for  unification  to  take 
place  immediately,  and  as  a result  55,000  miles''^  of  line  have  l)een  absorbed 
through  lease  or  stock  ownership,  with  the  approval  of  the  Interstate  Com- 
merce Commission.  Consolidation,  in  the  technical  sense,  became  possible  only 
with  the  issuance  of  the  complete  plan,  December,  1929. 

Jjs  * 5f: 

In  adopting  its  new  consolidation  policy,  which  includes  both  unification 
and  consolidation.  Congress  believed  that  it  was  providing  not  only  a solution 
for  many  post-war  problems  of  the  carriers,  but  also  a program  that  would 
promote  the  best  interests  of  American  commerce. 

There  were  four  railroad  problems  in  1920  which  the  advocates  of  con- 
solidation believed  would  be  solved  by  their  policy : 

I.  The  demoralization  of  railway  credit  due  in  part  to  the  twenty-six 
months  of  government  control  9 

^Interstate  Commerce  Act,  Section  5,  par.  2. 

“Interstate  Commerce  Act,  Section  5,  par.  6(c). 

^This  55,000  miles  is  somewhat  misleading  since  there  are  duplications  in  the  figures,  including 
applications  for  lease  where  subsidiaries  were  already  controlled  through  stock  ownership.  For 
example,  the  figures  for  1929  report  the  lease  of  the  Big  Four  and  other  carriers  that  had  previously 
been  controlled  by  the  New  York  Central  through  stock  ownership.  Eliminating  all  duplications  of 
this  character  we  find  that  approximately  21,000  miles  of  road  that  were  entirely  independent  of 
each  other  have  been  unified  since  1920. 

^Professor  Ripley  conluded  his  report  on  consolidation  in  1921  with  the  following  sentence: 
‘‘The  downright  necessity  for  the  furtherance  of  consolidation  ...  as  a remedy  for  the  existing 
situation  is  almost  universally  conceded.”  63  I.C.C.,  646.  Railway  credit  was  declining  before  the 
war,  1910*1915.  This  situation  was  responsible  for  the  creation  of  the  Newlands  Committee  appointed 
by  Congress  to  study  the  problem. 
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II.  The  threat  of  government  ownership  which  became  a practical  issue 
by  the  proposal  of  the  Plumb  Plan 

III.  The  existence  of  many  weak  lines  whose  tenure  of  life  seemed  de- 
pendent on  their  being  linked  with  strong  roads 

IV.  The  equitability  of  weak  and  strong  railroads  operating  under  uni- 
form rates.' 

In  addition  to  these  four  major  problems  which  prompted  the  agitation 
lor  consolidation  in  1920,  there  was  another  one  of  long  standing:  the  neces- 
sity for  the  removal  of  obsolete  state  laws  dealing  with  parallel  and  competing 
railroads. 

®Mr.  William  H.  Williams,  Chairman  of  the  Board  of  the  Wabash  Railroad,  made  this  point 
when  he  said:  “In  the  early  days  (1919-1920)  of  the  discussion  there  was  some  sentiment  for  goverm 
ment  ownership.  . . . There  were  but  two  alternatives,  either  complete  government  ownership 

and  operation,  or  continued  private  operation  under  new  legislation.”  Address  before  Associated 
Traffic  Clubs  of  America,  October  15,  1929. 

®In  1919,  Mr.  B.  B.  Cain,  Counsel  for  the  American  Short  Line  Association,  testified  before 
the  House:  “I  do  not  see  how  you  are  going  to  s'ave  the  weak  lines  and  short  lines  without 
eventual  consolidation.”  House  Hearings,  p.  1898. 

‘“One  is  forced  to  the  conclusion  that  Congress  intended  that  consolidation  should  be  a 
solution  of  the  problem  of  weak  and  strong  roads  within  the  same  territory.”  Splawn,  W.  M.  W., 
Consolidation  of  Railroads,  p.  9.  Senator  Cummins  also  held  that  this  administrative  problem 
constituted  the  main  argument  for  consolidation.  Cmigressional  Record,  (December  4,  1919). 


CHAPTER  III 

PROCEDURE  FOR  DRAFTING  THE  COMPLETE  PLAN 

Whether  Congress  was  right  or  wrong  in  1920,  either  in  its  diagnosis  of 
the  railway  ills  or  in  prescribing  its  consolidation  policy  as  a cure,  the  im- 
portant fact  is  that  not  only  was  consolidation  of  railroads  approved  by  Con- 
gress, but  also  a procedure  was  adopted  by  which  it  should  be  brought  to 
fruition. 

The  unification  of  railroad  properties  through  lease  or  stock  ownership 
requires  no  special  procedure  other  than  the  approval  of  the  Interstate  Com- 
merce Commission ; but  consolidation  is  contingent  on  the  adoption  of  a com- 
prehensive plan  to  which  all  mergers  must  conform. 

The  task  of  drafting  a plan  of  railroad  consolidation  on  a national  scale 
was  imposed  by  Congress  upon  the  Interstate  Commerce  Commission.  The 
Commission,  however,  was  not  given  a free  hand  in  forming  the  railroads  of 
the  country  into  a limited  number  of  systems.  Three  basic  principles  of 
grouping  and  three  separate  steps  of  procedure  were  clearly  prescribed  by  the 
Act. 

The  three  basic  principles  imposed  upon  tbe  Commission  are,  in  the  prob- 
able order  of  their  importance,  as  follows : 

1.  Competition  must  be  preserved  as  fully  as  possible; 

2.  Routes  and  channels  of  trade  are  to  be  maintained  wherever  prac- 
ticable ; 

3.  Costs  of  transportation  as  between  competitive  systems,  and  as  re- 
lated to  property  values,  should  be  equal. ^ 

The  three  steps  of  procedure  established  regarding  the  drafting  of  the 
complete  plan  of  grouping  are : 

1 . A tentative  plan  must  be  issued ; 

2.  Hearing  must  be  held  on  the  tentative  plan : 

3.  A complete  plan,  subject  to  change,  expressing  the  mature  and  con- 
sidered judgment  of  the  Commission,  must  be  adopted. 

’Interstate  Commerce  Act,  Section  5 (4). 
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These  three  phases  which  deal  with  the  drafting  of  the  complete  plan 
are  now  a matter  of  history.  The  tentative  plan  was  issued  on  August  3, 
1921 ; the  hearings  were  concluded  December  4,  1923 ; and  the  complete  plan 
was  published  December  21,  1929,  bearing  the  official  date,  December  9,  1929. 


CHAPTER  IV 
THE  COMPLETE  PLAN 

The  complete  plan  of  December  9,  1929,  is  in  the  form  of  a pamphlet 
sixty-eight  pages  in  length.  It  is  undocumented.  In  this  respect  the  complete 
plan  differs  from  the  tentative  plan  of  1921,  to  which  Professor  Ripley's 
extensive  report  of  some  two  hundred  pages,  in  addition  to  voluminous  maps, 
was  attached  as  an  appendix. 

Since  the  Commission’s  1921  plan  followed,  in  a general  way,  the  outline 
of  systems  laid  down  by  Professor  Ripley,  the  basis  of  fact  and  reasoning 
on  which  it  was  founded  can  be  clearly  followed. 

To  the  complete  plan,  however,  no  supporting  data  are  attached.  The 
Commission  launches  its  scheme  of  twenty-one  systems  in  a most  laconic 
manner:  “We  find  and  adopt  the  following  plan  for  the  consolidation  of 
railway  properties  of  the  continental  Lhiited  States  into  a limited  number  of 
systems.” 

^ jjc  j}; 


The  complete  plan  groups  the  railroads  of  the  LTnited  States  into  nine- 
teen systems,  with  two  additional  groups  for  the  railroads  associated  with 
the  Canadian  lines.  The  State  of  Pennsylvania  is  directly  affected  by  the 
first  seven  groupings : 

(1)  Boston  and  Maine  System 

(2)  New  Haven  System 

(3)  New  York  Central  System 

(4)  Pennsylvania  System 

(5)  Baltimore  and  Ohio  System 

(6)  Chesapeake  and  Ohio-Nickel  Plate  System 

(7)  Wabash- Seaboard  System 

Seventy-five  railroad  corporations  within  the  State  of  Pennsylvania  are 
specifically  assigned  to  one  or  more  of  these  groups ; the  details  of  the  assign- 
ments appear  in  the  appendix.  The  most  important  railroads  within  the  State 
allocated  by  the  Commission  are  as  follows : 


Railroad 

Reading 

Central  Railroad  of  New  Jersey 
Buffalo,  Rochester  and  Pittsburgh 
Buffalo  and  Susquehanna 
Lehigh  Valley 
Delaware,  Lackawanna  and 
Western 

Pittsburgh  and  West  Virginia 
Bessemer  and  Lake  Erie 

Delaware  and  Hudson 
Erie 


Allocated  to 

Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Wabash-Seaboard  System 
Chesapeake  and  Ohio-Nickel  Plate 
System 

Wabash-Seaboard  System 
Chesapeake  and  Ohio-Nickel  Plate 
System 

Boston  and  Maine  System 
Chesapeake  and  Ohio-Nickel 
System 
* ^ * 


7 


Plate 


In  addition  to  the  allocation  of  railroads  into  systems,  the  complete 
plan  specihes  as  terminal  properties  two  hundred  eighty-three  lines  local  in 
character  scattered  throughout  the  country.  These  terminal  railroads  for  the 
[)resent  are  to  be  treated  as  independent  systems,  subject  to  later  grouping. 
Nine  terminal  railroads  within  the  State  mentioned  in  the  Commission’s 
plan  are  as  follows  : 

East  Erie  Commercial  Railroad 

The  Monongahela  Connecting  Railroad  Company 

Montour  Railroad  Company 

Pittsburgh,  Allegheny  and  McKees  Rocks  Railroad  Company 

Union  Railroad  Company 

Allegheny  and  South  Side  Railway  Company 

Pencoyd  and  Philadelphia  Railroad  Company 

The  I^hiladelphia  Belt  Line  Railroad  Com]:)any 

Pittsburgh  and  Ohio  Valley  Railway  Company 

sjc  sjc  ^ 

Included  in  the  allocations  that  have  been  mentioned  are  fifteen  impor- 
tant Pennsylvania  terminal  switching  carriers,  some  of  which  are  specified  as 
being  subject  to  joint  ownership  l)y  two  or  more  of  the  consolidated  systems. 


CHAPTER  V 
COUNTER  PLANS 


Although  the  majority  of  the  Commission  favor  the  allocation  of  carriers 
within  the  State  along  the  lines  that  have  been  indicated,  the  concurring 
opinions — these  opinions  “concurring  in  part”  are  in  reality  dissenting — 
display  sharp  disagreement  with  the  final  decision. 

The  four  “concurring  opinions”  take  issue  with  some  phase  of  the  plan, 
but  the  disagreement  of  Commissioners  Eastman,  McManamy,  and  Porter 
regarding  the  grouping  of  certain  Pennsylvania  carriers  calls  for  special 
mention.  Commissioner  Taylor’s  dissent  concerns  the  Northern  Pacific- 
Great  Northern  merger  and  does  not  need  to  be  discussed  in  this  study. 

I.  Commissioner  Eastman  suggests  a grouping  for  the  railroads  radically 
dififerent  from  that  put  forward  by  the  Commission  as  a whole.  The  Pennsyl- 
vania carriers  mentioned  in  Commissioner  Eastman’s  scheme,  and  their 
allocations,  are  as  follows ; 


Railroad 

Reading 

Central  Railroad  of  New  Jersey 
Western  Maryland 
Lehigh  and  Hudson  River 
Delaware,  Lackawanna  and 
Western 
Lehigh  Valley 
Delaware  and  Hudson 
New  York,  Ontario  and  Western 
Lehigh  and  New  England 
Pittsburgh,  Shawmut  and  Northern 
Baltimore  and  Ohio 
Buffalo,  Rochester  and  Pittsburgh 
Erie 

Bessemer  and  Lake  Erie 
Buffalo  and  Susquehanna 
Pittsburgh  and  West  Virginia 


Proposed  Grouping  of 
Commissioner  Eastman 
Reading  System 
Reading  System 
Reading  System 
Reading  System 

Lackawanna  System 
Lackawanna  System 
Lackawanna  System 
Lackawanna  System 
Lackawanna  System 
Lackawanna  System 
Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Erie  System 
Erie  System 
Erie  System 
Wabash  System 


8 


2.  Commissioner  iVIcAIanamy  objects  to  combining  the  Erie,  Lacka- 
wanna, and  Nickel  Plate  in  the  same  group  on  the  ground  that  they  are 
naturally  competitors.  Regarding  these  and  other  allocations,  the  Com- 
missioner concludes  d “No  reason  exists  for  their  consolidation  except  to 
create  bigger  systems.” 

3.  The  objection  of  Commissioner  Porter  to  the  plan,  so  far  as  Eastern 
territory  is  concerned,  is  based  on  its  treatment  of  the  New  England  carriers, 
and  its  proposal  to  create  five  instead  of  four  trunk  line  systems. 

Commissioner  Porter  favors  the  consolidation  of  the  railroads  of  New 
England  into  one  system  instead  of  the  formation  of  two  groups  as  proposed 
in  the  plan.  But  he  wishes  the  grouping  to  stop  at  the  Hudson  River  so 
that  the  New  England  shippers  could  obtain  “freedom  to  route  their  traffic 
via  any  of  the  numerous  gateways.”^  Eor  this  reason  he  suggests  that  the 
Delaware  and  Hudson  and  the  New  York,  Ontario  and  Western  should  not 
be  linked  with  the  New  England  carriers.  Although  no  mention  is  made  of 
the  Lehigh  and  New  England  and  the  Lehigh  and  Hudson  River  railroads, 
which  in  the  plan  are  assigned  to  the  New  Haven,  it  seems  reasonable  to 
suppose  that  Commissioner  Porter  would  dispose  of  these  roads  in  the  same 
manner  as  he  suggests  for  the  two  carriers  mentioned  above. 

As  for  the  fifth  trunk  line  built  around  the  Wabash,  Commissioner  Porter 
regards  it  as  an  “absolute  futility,”®  the  geographical  extent  and  character 
of  which  are  “sufficient  to  demonstrate  its  impracticability.”^  Commissioner 
Porter  proposes  four  trunk  line  systems  to  which  the  following  Pennsylvania 
carriers  would  be  assigned  : 


Railroad 

New  York  Central 
Lehigh  Valley 

New  York,  Ontario  and  Western 

Baltimore  and  Ohio 

Reading 

Buffalo,  Rochester  and  Pittsburgh 
Central  Railroad  of  New  Jersey 
Buffalo  and  Susquehanna 
Lackawanna 
Erie 

Bessemer  and  Lake  Erie 
Pittsburgh  and  West  Virginia 
Western  Maryland 
Pittsburgh  and  Shawmut 
Pittsburgh,  Shawmut  and  Northern 
New  York,  Susquehanna  and 
Western 

Wilkes-Barre  and  Eastern 


Proposed  Grouping  of 
Commissioner  Porter 
New  York  Central  System 
New  York  Central  System 
New  York  Central  System 
Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Baltimore  and  Ohio  System 
Chesapeake  and  Ohio  System 
Chesapeake  and  Ohio  System 
Chesapeake  and  Ohio  System 
Chesapeake  and  Ohio  System 
Chesapeake  and  Ohio  System 
Chesapeake  and  Ohio  System 
Chesapeake  and  Ohio  System 

Chesapeake  and  Ohio  System 
Chesapeake  and  Ohio  System 


The  Pennsylvania  Railroad,  according  to  Commissioner  Porter’s  plan 
remains  practically  as  it  is  at  the  present  time. 


The  complete  plan  and  the  counter  plans  that  have  been  indicated  make 
easy  targets  for  criticism.  It  is  doubtful  whether  any  plan  could  be  drafted 


U59  I.C.C.  570. 
=159  I.C.C.  579. 
U59  I.C.C.  583. 
*159  I.C.C.  581. 
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which  would  be  immune  from  attacks  on  all  sides.  After  the  hearings  on  the 
tentative  plan,  one  commissioner  described  his  impressions  as  follows 

At  these  hearings  numerous  and  wide  differences  of  opinion  developed 
as  to  the  form  which  the  final  plan  of  consolidation  should  take.  The 
carriers  differed  with  each  other,  they  differed  with  the  representatives 
of  the  public,  and  the  representatives  of  the  public  differed  with  each 
other.  Hardly  any  two  parties  agreed.  The  opportunities  for  differences 
of  opinion  are,  of  course,  almost  infinite. 

The  attitude  of  the  Commission  towards  its  difficult  task  of  drafting  the 
complete  plan  and  towards  the  policy  of  consolidation  is  the  subject  matter  of 
the  next  three  chapters. 

^Commissioner  Eastman,  Senate  Committee  on  Interstate  Commerce,  January  22,  1926. 


CHAPTER  VI 

COMMISSION’S  ATTITUDE  TOWARDS  DRAFTING  THE 

COMPLETE  PLAN 

The  Interstate  Commerce  Commission  has  given  ample  evidence  that  it 
doubts  not  only  the  wisdom  of  its  own  plan  of  grouping,  but  also  the  phi- 
losophy of  railroad  consolidation  that  lies  behind  it. 

This  skeptical  attitude  of  the  Commission  is  indicated  in  its  annual  reports 
for  the  past  few  years  and  in  the  opinions  of  the  members  of  the  Commission 
“concurring  in  part’’  with  the  complete  plan. 

In  its  annual  reports  for  1925,  1926,  1927,  and  1928,  the  Commission 
asked  Congress  to  relieve  it  from  the  necessity  of  bringing  out  a complete 
plan.  The  reason  for  its  reluctance  to  assume  such  a responsibility  is  ex- 
pressed by  the  following  statement  of  the  Chairman  in  1926  9 

We  have  an  impression  that  there  has  been  a tendency  toward  exag- 
gerating the  possible  economies  and  other  advantages  of  great  consoli- 
dations, and  we  have  been  strengthened  in  this  impression  by  the  evidence 
which  has  been  brought  to  our  attention  in  connection  with  the  unifica- 
tions which  we  have  been  asked  since  1920  to  approve.  We  think  that 
the  country  ought  not  to  be  led  to  believe  that  great  consolidations  of 
railroad  properties  involve  any  probability  that  the  general  level  of 
freight  rates  may  thereby  be  substantially  reduced.  Economy  and  effi- 
ciency in  operation  are  much  more  than  a matter  of  size.  Our  judgment 
is  that  the  country  ought  not  to  be  rushed  headlong  into  any  gigantic 
plan  of  consolidation  which  may  prove  later  to  be  ill-conceived  and  based 
upon  mistaken  premises,  but  that  it  ought  instead  to  proceed  cautiously 
without  any  undue  anticipation  of  possible  beneficial  results,  feeling  its 
way  along  step  by  step,  watching  and  analyzing  results,  and  allowing 
experience  to  guide. 

In  its  annual  report  for  1925  the  Commission  frankly  expressed  its 
doubt  regarding  the  wisdom  of  the  mandate  of  Congress  that  a comprehen- 
sive plan  be  drawn  up  ;■ 

In  our  last  report  it  was  noted  that  the  work  of  preparing  the  complete 
plan  of  consolidation  was  progressing.  On  February  4,  1925,  we  ad- 
dressed a letter  to  the  chairman  of  the  Senate  Committee  on  Interstate 
Commerce,  in  which  the  majority  of  the  commission  expressed  doubt  as 

^Statement  made  to  Senate  Committee  on  Interstate  Commerce,  January  22,  1926. 

=I.C.C.  Annual  Report  (1925)  p.  13. 


10 


to  the  wisdom  of  the  provisions  of  the  law  which  now  require  us  to  adopt 
a complete  plan  to  which  all  future  consolidations  must  conform.  They 
further  stated  that  they  had  been  impelled  to  the  belief  that  results  as 
good,  and  perhaps  better,  are  likely  to  be  accomplished  with  less  loss  of 
time  if  the  process  of  consolidation  is  i>emiitted  to  develop,  under  the 
guidance  of  the  commission,  in  a more  normal  way. 

Tn  the  1926  report  the  petition  for  relief  was  reiterated 

In  our  last  report  we  referred  to  and  explained  proposed  amendments 
to  Section  5 of  the  interstate  commerce  act  to  the  effect,  among  others, 
of  relieving  us  from  the  duty  of  adopting  and  publishing  a complete 
plan  of  consolidation  before  proceeding  to  consider  and  approve  or  dis- 
approve any  particular  consolidation.  The  need  for  amendment  in  this 
and  other  respects  has  been  developed  in  hearings  before  the  appropriate 
committees  of  both  Houses  of  Congress  and  so  generally  recognized  that, 
pending  action  thereon,  we  have  deferred  adoption  and  publication  of 
a complete  plan. 

In  1927  the  Commission  once  more  asked  Congress  to  amend  the  Inter- 
state Commerce  Act  by  “omitting  therefrom  the  existing  requirement  that 
we  adopt  and  publish  a complete  program  of  consolidation.’’^  This  exact 
phraseology  was  repeated  in  the  report  for  1928.® 

A revealing  statement,  made  by  Commissioner  Porter,  who  is  popularly 
credited  with  drafting  the  plan,  indicates  the  reluctance  that  undoubtedly  per- 
vaded the  Commission  at  the  very  time  the  plan  was  being  formulated  ;® 

It  may  be  that  lurking  in  my  mind  as  an  individual  may  be  serious  mis- 
givings as  to  whether  or  not  the  ultimate  accomplishments  of  this  new 
scheme  will  be  the  hoped  for  benefit  to  the  public  that  its  sponsors  so 
fondly  anticipated.  ...  I am  convinced  that  it  is  our  duty,  irrespective 
of  independent  opinions  and  beliefs  ...  to  carry  out  this  declared 
program  of  Congress  placed  in  our  hands,  as  its  servants,  for  its  execu- 
tion. 

5^  ^ 

In  spite  of  its  obvious  desire  to  haA'e  nothing  to  do  with  the  drafting  of 
the  complete  plan,  the  Commission  found  Congress  unresponsive  to  its  peti- 
tions for  relief.  It  is  true  that  the  Parker  Bill,  embodying  the  wshes  of  the 
Commission,  received  considerable  support  in  Congress  during  the  spring  of 
1928,  but  nothing  came  of  it. 

In  spite  of  its  objections,  the  Commission  finally  commenced  the  task  of 
making  a complete  plan.  About  the  time  it  was  ready  for  release  to  the  public, 
the  Commission  once  more  threw  upon  Congress  the  responsibility  for  the 
plan  it  was  about  to  announce 

\Miile  hearings  have  been  held  . . . and  bills  have  been  reported  . . . 
Congress  has  not  amended  Section  5 as  suggested.®  We  believe,  under 
these  circumstances,  it  was  our  duty  to  proceed  to  comply,  as  far  as  pos- 
sible, with  the  mandate  of  the  law. 

5^  Jk  * J?? 


^r.C.C.  Annual  Report  (1926)  p.  13. 

^I.C.C.  Annual  Report  (1927)  p.  SO. 

“^I.C.G.  Annual  Report  (1928)  p.  81. 

_n38  I.C.C.  538. 

‘Annual  Report,  Interstate  Commerce  Commission,  1929. 

^Section  5 is  that  part  of  the  Interstate  Commerce  Act  which  instructs  the  Commission  to  issue 
the  complete  plan. 
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By  its  protests  and  its  delay  in  bringing  out  the  complete  plan  the  Com- 
mission virtually  said  to  Congress:  We  do  not  believe  in  the  wisdom  of  your 
policy  of  consolidating  the  railroads  according  to  a plan  that  must  necessarily 
be  artificial.  Since,  however,  we  have  washed  our  hands  of  the  responsibility 
we  shall  proceed  to  obey  orders. 

The  complete  plan  thus  presents  an  amazing  anomaly.  It  was  created  by 
a Commission  which  has  little  faith  in  it  as  a pattern  for  railroad  grouping', 
and  it  must  be  considered  as  a factor  in  consolidation  by  this  same  Com- 
mission. 


CHAPTER  VII 

OBJECTIONS  TO  THE  COMPLETE  PLAN 

The  opinions  of  the  Commissioners  accompanying  the  complete  plan 
reveal  serious  doubts,  not  only  as  to  the  wisdom  of  the  plan,  but  also  concern- 
ing the  practical  value  of  railroad  consolidations  in  general. 

That  the  complete  plan,  adopted  December  9,  1929,  is  not  the  best  of  all 
j)ossible  plans,  is  frankly  affirmed  by  certain  members  of  the  Commission. 
The  grounds  on  which  the  plan  is  attacked  will  be  stated  for  the  most  part  in 
the  language  of  the  Commissioners. 

I.  The  plan  is  based  on  information  that  is  out  of  date.  This  is  the 
charge  brought  by  Commissioner  Eastman  “It  must  be  borne  in  mind  that 
the  record  . . . was  closed  somei  years  ago  and  is  not  up  to  date.” 

H.  The  plan  proposes  certain  consolidations  that  are  illegal.  This 
objection  is  the  point  of  view  of  Commissioner  Taylor,*  and  also  of  Com- 
missioner McManamy®  who  says : “We  should  not  . . . propose  consolida- 
tions which  are  themselves  unlawful,  and  that  I think  we  have  done.” 

HI.  The  plan  proposes  the  creation  of  railroad  systems  that  are  un- 
wieldy and  incapable  of  efficient  management.  Commissioners  Eastman  and 
McManamy  both  agree  on  this  point,^  while  Commissioner  Porter’s  obser- 
^■ation  that  the  proposed  Wabash  system  is  an  “absolute  futility”  indicates 
bis  agreement  with  their  criticism.  Commissioner  McManamy  states  his 
views  as  follows  :® 

No  other  single  factor  will  do  as  much  to  promote  public  welfare 
as  intensive  and  efficient  management,  close  enough  to  the  public  to 
understand  the  needs  of  the  shippers  in  the  territory  served  and  to  be 
readily  reached  to  adjust  complaints  and  to  give  intelligent  and  sym- 
pathetic consideration  to  suggestions  for  the  betterment  of  the  service, 
and  close  enough  to  the  employees  to  have  intimate  knowledge  of  their 
working  conditions  and  to  command  their  respect  and  insure  their  hearty 
cooperation.  It  will  be  extremely  difficult,  if  not  impossible,  to  extend 
such  management  over  some  of  the  systems  which  we  here  propose. 

That  the  hostility  within  the  ranks  of  the  Commission  went  deeper  than 
the  criticism  of  the  complete  plan  will  appear  in  the  next  chapter. 

n59  I.C.C.  552. 

U59  I.C.C.  573. 

U59  I.C.C.  568. 

M59  I.C.C.  571  and  566. 

U59  I.C.C.  571. 
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CHAPTER  VIII 

OBJECTIONS  TO  CONSOLIDATION 

Far  more  searching  than  the  criticisms  of  the  dissenting  Commissioners 
towards  the  complete  plan  is  their  skepticism  concerning  the  soundness  of 
the  consolidation  program  announced  hy  Congress  in  1920. 

Six  major  arguments  are  marshalled  by  the  Commissioners  against  the 
policy  of  consolidation : 

I.  The  soundness  of  the  railroad  position  today  precludes  the  need  for 
consolidation.  Commissioner  Eastman  interprets  the  trend  of  railroad  de- 
velopments since  the  war  as  indicating  that  wholesale  consolidations  are  not 
necessary  9 

We  are  now  dealing  with  a general  railroad  situation  which  in  many 
respects  is  more  satisfactory  than  any  which  has  been  experienced  in  the 
past.  . . . There  is  no  wisdom  in  experimenting  with  a reasonably  satis- 
factory situation  by  radical  attempts  to  promote  consolidations  out  of 
hand  on  a grandiose  scale  .... 

This  same  conclusion  is  reached  hy  Commissioner  IMcManamy  who 
vigorously  declares:*  “I  doubt  if  anyone  will  contend  that  under  present 
conditions  the  consolidation  provisions  would  have  become  part  of  the  law. 
Transportation  conditions  would  not  have  justified  it.” 

The  point  that  has  been  made  merits  a brief  discussion  before  proceeding 
with  the  other  arguments  of  the  Commissioners. 

When  Congress  passed  the  Transportation  Act  of  1920  providing  for 
the  consolidation  of  railroads,  it  was  prescribing  for  a very  sick  patient.  The 
railroads  at  the  conclusion  of  the  war  were  in  a state  of  collapse.  They  had 
all  the  symptoms  of  a serious  illness : the  wasting  effects  of  inefficiency  and 
the  weakened  pulse  of  credit.  The  clinical  fever  chart,  the  net  earnings  of 
the  railroads,  showed  a tendency  that  apparently  warranted  heroic  meas- 
ures. Using  1910  as  a base  of  100,  the  net  earnings  declined  from  118  in 
1916  to  80  at  the  beginning  of  1920,  and  to  59  at  the  end  of  that  year. 

In  such  an  atmosphere  of  disorder  the  prescription  of  consolidation  was 
endorsed  by  Congress  as  a remedy  for  the  plight  of  the  railroads. 

Before  the  remedy  could  be  administered,  however,  the  patient  got  well, 
took  up  his  bed,  and  walked ! Using  the  same  comparison  of  net  earnings 
which  we  have  just  mentioned,  we  find  the  unmistakable  indications  of 
recovery 


Year  Index  of  Earnings 

1910  100 

1921  59 

1923  no 

1926  151 

1928  149 


These  results  have  been  obtained  by  a combination  of  liberal  capital 
expenditures  with  rigid  economy  in  operating  budgets. 

U59  I.C.C.  554. 

2159  I.C.C.  568. 

®Based  on  Annual  Reports  of  the  Interstate  Commerce  Commission. 
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In  the  years  1923-1929  the  capital  expenditures  of  Class  I railroads 
were  as  follows  :* 


y car  Capital  Expenditures 

1923  $1,059,149,000 

1924  874,744,000 

1925  748,191,000 

1926  885,086,000 

1927  771,552,000 

1928  676,665,000 

1929  853,721,000 


Total  $5,869,108,000 


While  capital  outlays  were  mounting,  the  skill  of  railroad  managers 
was  exerted  to  reduce  costs  and  increase  operating  efficiency.  Based  on 
thirteen  factors  the  efficiency  averages  of  Class  I railroads  were  as  follows  :® 


Year  Efficiency  Average 

1922  96.5 

1923  103.4 

1924  104.8 

1925  109.4 

1926  113.5 

1927  115.2 

1928  118.0 

1929  121.1 


Many  other  evidences  of  the  vitality  of  the  American  railroad  position 
today  can  be  found  in  the  statistics  of  operation  and  in  the  indices  of 
efficient  service  to  the  shippers.  It  lies  beyond  the  scope  of  this  study,  how- 
ever, to  enter  into  a discussion  of  the  ways  and  means  by  which  railroad 
recovery  since  the  war  has  been  brought  about.  It  is  sufficient  here  to 
observe  the  conclusions  reached  by  Mr.  Herbert  Hoover,  as  Secretary  of 
Commerce  in  1926:® 

Probably  the  most  outstanding  single  industrial  accomplishment  since 
the  war  has  been  the  reorganization  of  our  American  Railways.  Our 
transportation  service  was  not  only  demoralized  by  Government  opera- 
tion during  the  war  hut  had  suffered  chronic  car  shortages  and  insuf- 
ficient service,  not  only  after  the  war  but  for  many  years  before.  The 
annual  loss  from  this  periodic  strangulation  in  transportation  was 
estimated  in  the  department’s  annual  report  of  1925  to  amount  to 
hundreds  of  millions  a year.  The  insufficiency  of  transportation  inter- 
fered with  steady  industrial  operations,  created  intermittent  employment, 
increased  the  cost  of  production,  and,  through  periodic  strangulation, 
caused  high  prices  to  the  consumer.  Manufacturers  and  distributors 
were  compelled  to  carry  excessive  inventories  as  a protective  measure, 
thus  not  only  increasing  the  amount  of  capital  required  in  the  business 
but  multiplying  the  danger  of  loss  by  price  fluctuation. 

The  railways,  during  the  past  five  years,  not  only  have  built  up 
adequate  service  and  given  complete  correction  to  those  ills,  but  they 
have,  by  great  ability  of  their  managers,  greatly  reduced  transportation 
costs  and  thus  made  rate  reductions  possible  which  would  not  have  been 
otherwise  the  case  ....  The  result  of  this  great  reorganization  upon 
the  whole  economic  fabric  of  the  country  has  been  far-reaching. 


■‘Bureau  of  Railway  Economics,  Misc.  Series  51,  p.  18. 
^Bureau  of  Railway  Economics,  Misc.  Series  51,  p.  21. 
‘‘Annual  Report  (1926). 
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II.  The  next  argunioni  adva/ictd  hy  the-  dissenting  Commissioners 
against  railroad  consolidation  deals  with  the  situation  of  the  weak  lines. 
Commissioner  Eastman'^  maintains  that  “they  (the  weak  railroads)  are  far 
from  presenting  the  problems'  which  they-  seemed - to  present  in  1920.  . . . 
There  are  now  . . . only  £f  few  weak  lines  wliich  are  really  disturbing 
factors  in  the  railroad  situation.’’ 

III.  There  is  a lack  of  genuine  .sym]iathy  for  consolidation  among  the 
shippers  or  officials  of  the  railroads.  Commissioner  Eastman  lays  the 
agitation  for  consolidation  at  the  door  of  the  financiers  who  will  profit  by 
underwriting  the  new  securities 

Such  sentiment  as  appears  to  exist  in  favor  of  the  consolidation  of 
the  railroads  into  a very  few  great  systems  is,  I believe,  largely  artificial. 
According  to  my  observation,  there  is  very  little  sentiment  of  this  kind 
among  either  shippers  or  railroad  officers.  For  the  most  part  I think 
that  it  emanates  from  financial  circles  which  are  likely  to  reap  large 
profits  from  the  mere  process  of  putting  roads  together. 

After  discussing  certain  possible  advantages  resulting  from  consoli- 
dations, Commissioner  McManamy,  discussing  this  same  point,  observes  :* * 
“Beyond  this,  consolidations  may  profit  those  whose  chief  functions  are  to 
reorganize  the  corporations  and  market  the  securities,  but  certain  it  is  that 
the  public  will  not  benefit  thereby.’’ 

IV.  There  is  a widespread  reaction  against  centralization  of  business, 
of  which  railroad  consolidation  is  a phase.  This  position  is  stated  in  caustic 
language  by  Commissioner  Eastman  d" 

There  is  reason  to  believe  that  the  country  is  becoming  considerably 
alarmed  by  the  progress  of  consolidations  and  unifications  among  in- 
dustries in  general.  It  is  feared  that  control  of  industry  is  rapidly 
passing  into  a few  hands,  with  the  danger  that  w'e  shall  become  pre- 
dominantly a nation  of  clerks  and  subordinates. 

V.  Many  of  the  advantages  of  consolidation  may  be  accomplished 
by  intelligent  cooperation.  After  mentioning  the  work  of  the  American 
Railway  Association  and  the  research  work  of  the  Bell  Telephone  Companyy 
Commissioner  Eastman  states 

In  my  judgment,  many  of  the  advantages  which  are  urged  in  support 
of  railroad  consolidations  on  a grand  scale  can  be  realized  in  a better 
way  by  such  a policy  of  intelligent  cooperation. 

VI.  Railroad  consolidations  may  result  in  circuitous  routing  and  the 
elimination  of  existing  routes  and  gateways.  This  argument  is  stressed  by 
Commissioner  McManamy  d' 

Any  consolidation  necessarily,  to  a certain  extent,  closes  some  routes 
but  some  of  the  consolidations  here  proposed  will  close  innumerable 
routes  . . . [and]  will  result  in  the  circuitous  hauling  of  traffic  to  an 
extent  that  will  probably  offset  all  of  the  benefits  which  might  otherwise 
result. 


’159  I.C.C.  554. 
*159  I.C.C.  555. 

*159  I.C.C.  596. 
“159  I.C.C.  555. 
“159  I.C.C.  556. 
“159  I.C.C.  570. 
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Because  of  the  reli'xtance  of  the  Corrau’ssioiri  vo  issue  the  complete 
plan,  and  especially  in  view  of  the  vigorous  protest  that  we  have  reviewed, 
it  is  not  surprising  to  read  in  the  pronouncement  -of  the  Commission  that 
there  “remained  man>  dih  ere  tides  of  opinion.”  'X  he  remarkable  thing  is  that 
any  agreement  was  possiliie  and  especiady  that  it  could  be  said  that  “all  con- 
curred in  the  result.” 


CHAPTER  IX 

SIGNIFICANCE  OF  THE  COMPLETE  PLAN 

What  is  the  importance  of  the  complete  plan?  Are  we  to  assume  with 
Commissioner  Eastnian’^  that  it  is  merely  a “procedural  step”,  and  so  lacking 
in  significance  that  “it  is  not  very  important  . . . whether  or  not  it  is  the 
best  plan  that  could  be  devised” ; or  are  we  to  accept  the  point  of  view  of 
Commissioner  Taylor’  who  affirms  that  he  believes  “that  Congress,  in  impos- 
ing this  tremendous  duty  upon  the  Commission,  did  not  intend  it  to  be  an  idle 
gesture” ? 

In  its  announcement  of  the  tentative  plan  of  August  3,  1921,  the  Com- 
mission was  careful  to  point  out®  that  the  plan  was  “put  forward  in  order  to 
elicit  a full  record  . . . and  without  pre judgment” ; but  the  complete  plan 
was  prefaced  with  the  remark^  that  it  was  arrived  at  “after  the  most  careful 
study,  and  the  fullest  and  freest  interchange  of  views.” 

It  would  be  very  surprising  if  the  Interstate  Commerce  Commission 
did  not  place  some  importance  on  its  complete  plan.  Against  its  better 
judgment  it  issued  the  plan  because  of  the  mandate  of  Congress.  Having 
obeyed  Congress  to  this  extent  it  will  undoubtedly  go  as  far  as  it  can  in 
making  it  the  instrument  it  was  intended  by  Congress  to  be ; a guide  for 
the  voluntary  consolidation  of  railroads. 

The  ultimate  practical  significance  of  the  complete  plan  will  depend  on 
the  answer  to  three  questions : What  effect  will  the  complete  plan  have  on 
unifications?  What  effect  will  the  plan  have  on  consolidations?  How 
permanent  is  the  plan? 

U59  I.C.C.  551. 

U59  I.C.C.  572. 

*63  I.C.C.  455. 

U59  I.C.C.  524. 


CHAPTER  X 

EFFECT  OF  THE  COMPLETE  PLAN  UPON  UNIFICATIONS 
AND  CONSOLIDATIONS 

What  effect  will  the  complete  plan  have  on  unifications  ? What  effect  will 
it  have  on  consolidations? 

It  was  pointed  out  in  Chapter  H that  the  consolidation  jxilicy  adopted 
by  Congress  in  1920  provided  for  two  forms  of  grouping;  (1)  unification 
through  stock  control  or  lease;  and  (2)  consolidation  in  the  technical  sense, 
involving  the  creation  of  a new  company  for  the  purpose  of  absorbing  con- 
stituent companies. 

1.  The  power  of  railroads  to  acquire  control  of  other  carriers  through 
stock  control  or  lease,  not  amounting  to  consolidation,  is  unchanged  by  the 
adoption  of  the  complete  plan.  The  test  is  whether  such  control  is  in  the 
public  interest.  The  Interstate  Commerce  Commission  must  act  as  as  arbiter. 
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One  interesting  question  has  not  yet  ])een  decided  by  the  Courts  or  by 
the  Commission ; Idoes  the  fact  that  a proposed  acquisition  conforms  to  the 
complete  plan  or  is  at  variance  with  it  tend  to  prove  or  disprove  the  existence 
of  public  interest  ? This  question  is  probably  academic,  for  the  following 
reason:  If  a proposed  acquisition  is  not  in  conformity  with  the  complete  plan, 
but  is  judged  to  be  in  the  public  interest  by  the  Interstate  Commerce  Commis- 
sion, the  latter  can  modify  the  complete  plan. 

2.  With  the  adoption  of  the  complete  plan,  consolidations  are  now 
possible.  The  requirements  to  be  met  are  as  follows  : 

a.  Consolidations  must  be  in  harmony  with  and  in  furtherance  of  the 
complete  plan,  which  is  subject  to  change. 

b.  The  par  value  of  the  stocks  and  bonds  of  the  consolidated  company 
must  not  exceed  the  value  of  the  absorbed  properties. 

c.  Application  to  consolidate  must  be  made  to  the  Interstate  Com- 
merce Commission,  which  must  give  notice  of  public  hearings  to  the 
governor  of  each  state  directly  concerned  and  to  the  carriers  involved. 

d.  The  Commission  may  approve  consolidations,  under  conditions 
that  it  may  determine,  if  it  finds  that  the  public  interest  is  promoted  and 
if  the  carriers  involved  agree  to  the  terms  prescribed  by  the  Commission. 
If  the  Commission  sanctions  a consolidation,  such  approval  holds,  “the 
law  of  any  state,  or  the  decision  or  order  of  any  state  authority  to  the 
contrary  notwithstanding.” 

>jc  sji  ^ 

Although  the  adoption  of  the  complete  plan  makes  it  possible  for  consoli- 
dations to  be  effected,  it  does  not  follow  that  consolidations  will  take  place. 
The  consolidation  program  rests  upon  the  voluntary  action  of  the  carriers. 
Moreover,  unification  is  a simpler  method  of  acquiring  control  of  railroads 
and  the  results  are  similar  to  those  of  consolidation.  There  is  also  the  difficult 
problem  of  adjusting  the  capitalization  of  the  consolidated  company  so  that 
it  does  not  exceed  valuation.  This  point  has  been  stressed  in  the  Couzens 
Resolution,  adopted  by  the  Senate,  INIay  23,  1930 

Under  existing  law  the  Commission  is  required  to  determine  the  values 
of  properties  to  be  consolidated  . . . and  the  Commission  cannot  at  the 
present  time  comply  with  said  requirement  . . . with  any  assurance  that 
the  value  so  determined  will  be  judicially  sustained  . . . and  therefore 
the  Commission  cannot  determine  the  amount  of  stocks  and  bonds  prop- 
erly to  be  authorized  . . . with  due  regard  to  the  public  interest. 

In  view  of  the  difficulties  to  be  overcome  in  effecting  consolidations,  it  is 
likely  that  for  the  immediate  future  at  least  grouping  will  continue  to  take 
the  form  of  control  through  stock  ownership  and  lease. 

*S.  .T.  Res.  161. 


CHAPTER  XI 

PERMANENCE  OF  THE  COMPLETE  PLAN 

The  permanence  of  the  complete  plan  in  its  present  form  depends  on 
(1)  its  legality,' and  (2)  the  willingness  of  the  Commission  to  modify  it. 

1.  The  Transportation  Act  laid  down  specific  requirements  for  the 
drafting  of  the  complete  plan.  These  prerequisites  are  as  follows 


^Interstate  Commerce  Act,  Section  5,  par.  4. 
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a.  Competition  shall  be  preserved  as  fully  as  possible. 

b.  Existing  routes  and  channels  of  trade  and  commerce  shall  be 
maintained  wherever  practicable. 

c.  The  systems  shall  be  so  arranged  that  the  cost  of  transportation 
as  between  competitive  systems  and  as  related  to  the  values  of  the 
properties  shall  be  the  same. 

Commissioner  Porter  says  of  these  requirements “The  foregoing 
])rinciples  are  clear,  ex])licit,  and  easy  of  comprehension.  They  constitute 
the  fundamental  basis  upon  which  all  consolidations  are  to  be  built.” 

It  is  true  that  in  the  abstract  these  principles  are  “clear,  explicit,  and 
easy  of  comprehension but  as  applied  in  a practical  way  to  the  problem 
of  grouping  the  railroads  of  the  country  into  twenty-one  systems,  they 
seem  to  us  to  be  extremely  complex. 

No  documents  have  been  published  to  show  how  the  Commission  reached 
its  conclusions.  What  were  the  facts  and  what  was  the  line  of  reasoning  on 
which  the  twenty-one  systems  were  formed?  Only  when  these  questions  are 
answered  will  it  be  possible  to  judge  whether  the  Commission  observed  the 
conditions  set  up  by  Congress  as  the  basis  for  drafting  the  complete  plan. 
If  any  legal  right  is  involved  as  a result  of  the  making  of  the  complete  plan, 
it  is  natural  to  assume  that  the  legality  of  the  grouping  proposed  by  the 
Commission  will  be  tested. 

2.  The  complete  plan,  assuming  its  legality,  cannot  long  be  expected 
to  retain  its  present  form. 

Congress  wisely  provided  that  the  Commission  may®  “upon  its  own 
motion  or  upon  application  reopen  the  subject  for  such  changes  ...  as  in 
its  judgment  promote  the  public  interest.” 

Already  the  Commission  has  indicated  a willingness  to  modify  the 
complete  plan.  In  that  plan  the  Gulf,  Texas  and  Western  Railway  Company 
was  assigned  to  the  Santa  Fe  System.  After  a review  of  all  the  facts  the 
commission  modified  the  plan  as  follows  “We  shall  therefore  modify  our 
original  consolidation  so  as  to  assign  the  Gulf,  Texas  and  Western  to 
System  No.  19,  Rock  Island-Frisco,  instead  of  to  System  No.  17,  Santa  Fe.” 

With  the  element  of  flexibility  inherent  in  the  nature  of  the  complete 
plan,  it  may  well  be  regarded  as  a plan  in  process. 

=159  I.C.C.  574. 

^Interstate  Commerce  Act,  Section  5,  par.  5. 
n63  I.C.C.  188. 
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PART  II 

THE  PROPOSED  READING-Bx^LTIMORE  AND 
OHIO  MERGER:  A CASE  IN  RAILROAD 
CONSOLIDATION 


CHAPTER  XII 


SELECTION  OE  RAILROADS 

It  has  already  been  indicated  that  seventy-five  railroad  corporations 
within  the  State  are  allocated  under  the  complete  plan  of  the  Interstate 
Commerce  Commission  to  one  or  more  of  the  first  seven  systems. 

Eor  practical  purposes  of  study  it  has  been  necessary  to  choose  from 
this  list  those  properties  the  allocation  of  which  creates  problems  of  public 
concern.  First  it  has  been  possible  to  eliminate  from  this  discussion  those 
groupings  made  by  the  Interstate  Commerce  Commission  which  merely 
confirm  long  standing  relationships,  such  as  the  assignment  of  the  Pittsburgh 
and  Lake  Erie  Railroad  to  the  New  York  Central  System.  Further,  since 
the  Commission  has  decided  that  the  allocation  of  terminal  properties  should 
be  deferred  to  some  future  time,  it  has  seemed  wise  to  omit  them  from  this 
study.  Even  with  the  elimination  of  these  railroads  a long  list  of  carriers  re- 
mains. This  list  has  been  reduced  to  embrace  comparatively  few  railroads  by 
the  adoption  of  two  principles  of  selection  ; allocations  have  been  studied  where 
radical  changes  in  the  transportation  structure  of  the  state  are  involved ; 
and  where  special  interest  has  been  displayed  over  the  proposed  groupings. 

This  latter  basis  of  selecting  the  railroads  to  be  analyzed  has  been  given 
great  weight.  At  its  inception  this  study  received  wide-spread  publicity 
through  the  agency  of  The  Public  Service  Commission.  Practically  all 
the  newspapers  of  the  State  published  accounts  of  the  purpose  and  the  nature 
of  this  investigation,  while  the  railroads  and  commercial  bodies  of  all  kinds 
were  directly  informed  of  its  purport.  Moreover,  the  Pennsylvania  State 
Chamber  of  Commerce  has  cooperated  with  The  Public  Service  Commission 
in  presenting  the  general  phases  of  the  problem  to  the  public  and  in  inviting 
expressions  of  approval  or  disapproval  of  the  consolidation  proposals.  Every 
community  of  the  State  has,  therefore,  been  given  an  opportunity  to  have 
focused  on  its  transportation  facilities,  as  these  may  be  afifected  by  con- 
solidation, the  research  that  it  desired. 

The  first  Pennsylvania  carrier  to  be  considered  is  the  Reading  Company, 
which,  according  to  the  Interstate  Commerce  Commission’s  plan,  is  grouped 
with  the  proposed  Baltimore  and  Ohio  System.  The  Reading  heads  the  list 
because  over  the  allocation  of  no  other  railroad  within  the  State  has  such  keen 
interest  been  displayed.  We  have  pointed  out  in  Chapter  I that  the  proposed 
Reading-Baltimore  and  Ohio  merger  will  be  treated  as  a case.  It  will  be 
examined  on  its  own  merits,  and  it  will  also  l)e  used  as  a vehicle  for  dis- 
cussing those  principles  of  railroad  consolidation  that  apply  to  the  other 
carriers  concerned  in  the  proposed  grouping. 

The  same  method  of  research  that  has  been  employed  in  examining  the 
proposed  Reading-Baltimore  and  Ohio  merger  has  been  applied  to  the  other 
Pennsylvania  carriers  selected  in  this  study.  Although  the  discussion  of 
these  other  Pennsylvania  carriers  is  briefer  than  that  of  the  Reading,  it  is 
not  to  be  implied  that  their  proposed  allocation  is  of  any  less  significance. 
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CHAPTER  XIII 


THE  OUTLINE  OF  THE  CASE 

Each  consolidation  must  meet  the  test : does  it  promote  the  public 
interest  ? This  term,  the  public  interest,  is  exceedingly  difficult  to  define.  It 
suggests  different  things  to  different  people;  its  meaning  shifts  with  time 
and  place. 

The  proposed  Reading-Baltimore  and  Ohio  consolidation  presents  a vivid 
example  of  a case  in  which  opposing  claims  are  advanced  as  being  in  the 
public  interest.  In  order  to  reach  conclusions  that  seem  to  us  to  indicate 
which  side  has  the  better  claim  from  the  standpoint  of  the  State  as  a whole, 
we  shall  examine  the  elements  involved  in  this  controversial  issue. 

Four  fundamental  cjuestions  are  raised  as  tests  of  the  public  interest  in 
this  case  study  of  railroad  consolidations : 

1.  Will  service  to  the  shippers  and  to  the  public  be  improved? 

2.  Will  the  financial  position  of  the  railroads  be  strengthened? 

3.  Will  the  future  economic  development  of  the  State  be  promoted? 

4.  Will  costs  of  transportation  be  lowered  ? 

These  questions  are  intended  not  only  to  outline  the  basis  of  our  study 
but  also  to  convey  the  presumption  that  underlies  its  conclusions : that  con- 
solidation can  only  be  justified  if  it  produces  a transportation  system  better 
than  the  one  we  now  enjoy.  With  this  point  of  view  the  Interstate  Commerce 
Commission  expressed  its  approval  when,  in  the  Virginian  case,  it  declared  d 

Application  and  authority  to  acquire  control  must  be  supported  by  a 
clear  and  strong  showing  of  public  gain,  and  that  if  serious  doubts  exist 
regarding  the  wisdom  of  what  is  proposed,  that  doubt  must  be  resolved 
against  the  application.  There  must  be  a record  of  substantial  pre- 
ponderance of  evidence  in  favor  of  an  application  before  we  are  warranted 
in  giving  it  favorable  consideration. 

Ji?  ^ ^ 

Although  this  case  study  of  railroad  consolidations  is  confined  to  the 
Reading-Baltimore  and  Ohio  proposed  grouping,  it  should  be  pointed  out 
before  proceeding  that  the  Central  Railroad  of  New  Jersey  and  the  Reading 
are  so  closely  associated  from  the  standpoint  of  traffic  and  finance  that  it  is 
difficult  to  discuss  one  without  the  other.  For  purposes  of  analysis,  however, 
the  Reading  will  be  studied  by  itself  for  the  present ; later  the  position  of  the 
Central  Railroad  of  New  Jersey  will  be  examined  in  order  to  determine  to 
what  extent  the  conclusions  reached  for  the  Reading  apply  to  it. 

U17  I.C.C.  85;  138  I.C.C.  524. 
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SECTION  I 

Service  to  Shippers  and  to  the  Public: 
a.  Competition  Among  Carriers 


CHAPTER  XIV 
SERVICE 

The  first  test  of  the  public  interest  in  the  proposal  to  consolidate  the 
Reading  and  the  Baltimore  and  Ohio  deals  with  the  fundamental  purpose  of 
railroads ; service  to  shippers  and  to  the  public. 

Among  the  elements  that  determine  the  quality  of  service  that  railroads 
render  the  public,  three  are  selected  as  basic : 

I.  Competition  among  carriers. 

II.  Contact  between  shippers  and  the  responsible  officers  of  the 
railroads. 

III.  Eacilities  and  equipment  for  handling  passengers  and  freight. 

^ 

The  maintenance  of  competition  among  carriers  is  the  first  principle 
the  Interstate  Commerce  Commission  was  instructed  to  observe  in  grouping 
the  railroads  into  a limited  number  of  systems  d 

Competition  shall  be  preserved  as  fully  as  possible  and  wherever  practi- 
cable the  existing  routes  and  channels  of  trade  and  commerce  shall  be 

maintained. 

In  judging  this  particuar  grouping  of  railroads,  in  order  to  determine 
whether  this  mandate  of  Congress  has  been  observed,  it  is  necessary,  first, 
to  examine  the  nature  of  existing  competition ; second,  to  inquire  into  the 
effect  that  the  merger  of  the  Reading  in  the  Baltimore  and  Ohio  might  have 
on  this  important  factor  of  service. 

This  element  of  competition  as  it  may  be  affected  by  the  proposed  merger 
will  be  discussed  in  the  next  twelve  chapters.  The  problem  of  contact  between 
shippers  and  the  responsible  officers  of  the  railroad  will  be  the  subject  matter 
of  Chapters  XXVII  to  XXXV,  inclusive;  and  the  facilities  and  equipment 
angle  of  the  consolidation  will  be  presented  in  the  remaining  chapters  of 
Section  I. 

'Interstate  Commerce  Act,  Section  5(4). 


CHAPTER  XV 

A TERMINAL  AND  BRIDGE  RAILROAD 

The  first  phase  of  our  analysis  is  an  examination  of  the  nature  of  the 
competition  now  offered  by  the  Reading  Company. 

We  find  that  the  Reading  is  in  a unique  position.  It  is  commonly 
described  as  a local  or  terminal  line,  and  as  a bridge  line. 

Geographically  the  Reading  spreads  out  like  a fan,  the  various  lines 
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of  which,  converging  at  Philadelphia,  extend  in  all  directions : to  Harrisburg 
and  Shippensburg ; to  Reading  and  Williamsport;  to  Allentown  and  Bethle- 
hem ; to  Bound  Brook  and  Port  Reading ; to  Atlantic  City  and  Cape  May. 

The  Reading  may  also  be  regarded  as  a wheel,  of  which  Reading  is  the 
hub,  with  its  spokes  branching  to  many  points  of  interchange  with  connecting- 
carriers. 

^ * * H: 

The  Reading  is  considered  a local  or  terminal  railroad  because  in  com- 
parison with  the  trunk  lines,  such  as  the  Baltimore  and  Ohio  or  the  New 
York  Central,  its  hauls  are  short;  and  also  because  much  of  its  service  is 
terminal  or  local  in  nature:  moving  freight  within  its  local  territory;  deliver- 
ing to  connecting  lines  freight  that  it  originates;  or  receiving  freight  from 
its  connections  to  be  turned  over  to  consignees  in  its  territory.  Based  on 
a six  years’  average,  the  relative  importance  of  these  three  types  of  move- 


ment was  as  follows : 

Percent  of 

Type  of  Traffic  Total  Traffic 

Loaded  on  Reading  System  for  points  thereon 25.6 

Loads  delivered  to  connections  from  points  on  Reading  System 18.3 

Loads  received  from  connections  for  points  on  Reading  System 33.3 


Total  77.2 

Hi 


While  77.2  per  cent  of  the  Reading  traffic  is  local  or  terminal  in  nature, 
the  remaining  22.8  per  cent  is  overhead.  This  traffic  originates  on  carriers 
other  than  the  Reading  and  moves  over  it  as  a bridge  to  points  beyond  its 
lines.  The  hulk  of  this  overhead  freight  consists  of  bituminous  coal  originat- 
ing south  or  west  of  Reading  territory,  consigned  to  New  York  or  New 
England. 

^ =1: 

Because  of  its  physical  layout,  in  the  form  of  a fan  or  a wheel,  the 
nature  of  the  competition  that  the  Reading  offers  to  clients  is  obviously 
different  from  that  produced  by  parallel  or  string  lines  serving  the  same 
territory.  It  is  rather  the  competition  produced  by  a group  of  feeder  lines 
that  are  intertwined  so  as  to  afford  flexible  routing,  and  that  connect  with 
actively  competing  carriers  at  many  points  of  interchange.  The  Reading 
constitutes  a series  of  lanes  that  lead  to  cross  roads  that  in  turn  radiate  in 
all  directions. 


CHAPTER  XVI 
CONNECTING  CARRIERS 

The  fan-like  contour  of  the  Reading  determines  in  part  the  character 
of  the  competition  offered  to  its  shippers.  This  competition  is  based  on  the 
rivalry  of  connecting  lines  to  participate  in  movements  beyond  the  Reading. 

The  Reading  connects  with  twenty-two  carriers  at  one  hundred  and 
six  interchange  points.  Many  of  these  connecting  carriers  and  junction 
points  are  unimportant  from  the  standpoint  of  the  actual  flow  of  traffic,  but 
they  have  value  since  they  constitute  potential  routes  and  gateways  for  the 
movement  of  freight. 

Examining  ninety-seven  junction  points  through  which  the  Reading 
interchanged  traffic  in  1928,  we  find  the  following  results : 
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Classification  for  Junction  Points  Number  of 

According  to  Volume  of  Carload  Interchange  J unction  Points 

Under  100  carloads  23 

100  to  999  carloads  20 

1.000  to  9,999  carloads  26 

10.000  to  49,999  carloads  16 

50.000  to  99,999  carloads  5 

100.000  carloads  and  over  J_ 

Total  97 

^ 


The  carriers  with  which  the  Reading  interchanges  freight  are  indicated 
in  the  two  tables  below : 


Loaded  Cars  Received  from  Connections 
During  the  Fourth  Quarter  of  1928 

Number  of 

Railroad  Cars  Received 

Pennsylvania  81,371 

Western  Maryland  68,676 

Central  Railroad  of  New  Jersey  62,645 

Baltimore  and  Ohio  61,247 

New  York  Central  41,264 

Lehigh  Valley  18,021 

Philadelphia,  Bethlehem  and  New  England  12,262 

Cornwall  4,442 

Lehigh  and  New  England  4,278 

Upper  Merion  and  Plymouth  4,045 

Erie  3,452 

Delaware,  Lackawanna  and  Western  3,080 

Steelton  and  Highspire  1,977 

Susquehanna  and  New  York  1,009 

Williamsport  and  North  Branch  939 

fronton  576 

Wildwood  and  Delaware  Bay  Short  Line 155 

Quakertown  and  Bethlehem  34 

Trenton-Princeton  Traction  Company  9 

Bloomsburg  and  Sullivan  • 6 

Totals  

Loaded  Cars  Delivered  to  Con 


Railroad 

Central  Railroad  of  New  Jersey  

Baltimore  and  Ohio  

Pennsylvania  Railroad  

New  York  Central  

Lehigh  Valley  

Philadelphia,  Bethlehem  and  New  England 

Western  Maryland  

Steelton  and  Highspire  

Upper  Merion  and  Plymouth  

Lehigh  and  New  England  

Erie  

Delaware,  Lackawanna  and  Western  

Ironton  

Cornwall  

Susquehanna  and  New  York  

Williamport  and  North  Branch  

Wildwood  and  Delaware  Bay  Short  Line. 

Quakertown  and  Bethlehem  

Bloomsburg  and  Sullivan  

Trenton-Princeton  Traction  Company  

Stone  Harbor  Railroad  


Percent 
of  T otal 
22.02 
18.59 
16.95 
16.58 
11.17 
4.88 
3,32 
1.20 
1.16 
1.10 
.93 
.83 
.54 
.27 
.25 
.16 
.04 
.01 


369,488 

100.00 

no  NS 

1928 

Number  of 

Percent 

Cars  Delivered 

of  T otal 

. . . .157.904 

47.53 

, . . . 36,188 

10.89 

28,554 

8.59 

. ..  28,015 

8.43 

. ...  26,263 

7.91 

. . , . 18,366 

5.53 

. . . . 12.331 

3.71 

. . . . 5,308 

1.60 

. . . . 4,413 

1.33 

, . . . 4,085 

1.23 

.87 

. . . . 2,769 

.83 

.59 

, ...  1,266 

.39 

620 

.18 

517 

.15 

306 

.09 

167 

.05 

157 

.05 

125 

.04 

21 

.01 

100.00 

In  regard  to  these  interchange  records,  several  observations  bearing 
on  the  relationship  between  the  Reading  and  its  connecting  lines  should 
be  made. 

1.  The  interchange  of  freight  is  very  heavy  between  the  Reading 
and  those  lines  with  which  it  has  close  financial  affiliations ; the  Baltimore 
and  Ohio,  the  Jersey  Central,  and  the  New  York  Central.  More  than  50 
per  cent  of  the  stock  of  the  Reading  is  owned  by  the  New  York  Central  and 
the  Baltimore  and  Ohio,  while  53  per  cent  of  the  stock  of  the  Jersey  Central 
is  held  by  the  Reading. 

2.  The  importance  of  the  Baltimore  and  Ohio  as  a carrier  delivering 
freight  to  the  Reading  is  much  greater  than  appears  in  the  table.  Instead  of 
being  the  fourth  on  the  list,  the  Baltimore  and  Ohio  in  reality  ranks  first, 
This  apparent  discrepancy  in  the  table  is  due  to  the  use  made  of  certain 
Pennsylvania  Railroad  and  the  Western  Maryland  bridge  lines  by  the  Balti- 
more and  Ohio.  Taking  the  Baltimore  and  Ohio  traffic  that  employs  the 
Pennsylvania  as  a bridge  to  illustrate  this  point,  the  reason  for  placing  the 
Baltimore  and  Ohio  at  the  head  of  the  list  of  delivering  carriers  becomes  ap- 
parent : In  the  table  of  carriers  that  deliver  freight  to  the  Reading,  the 
Pennsylvania  Railroad  is  credited  with  Baltimore  and  Ohio  traffic  receiver: 
via  its  Cumberland  Valley  Branch,  which  is  intermediate  between  the  Balti- 
more and  Ohio  and  the  Reading.  If  the  Baltimore  and  Ohio  traffic  moving 
via  the  Cumberland  Valley  Branch  of  the  Pennsylvania  is  credited  to  the 
Baltimore  and  Ohio,  its  percentage  would  be  increased  to  29.17  and  the 
Pennsylvania  percentage  would  be  reduced  to  9.43. 

3.  The  New  York  Central  interchange  with  the  Reading  is  made  a1 
Newberry  Junction  and  consists  largely  of  coal  from  mines  located  in  the 
upper  bituminous  coal  fields  of  Pennsylvania.  Much  of  this  freight  is  foi 
delivery  to  the  Central  Railroad  of  New  Jersey.  In  1928  one  third  of  this 
tonnage  received  from  the  New  York  Central  at  Newberry  Junction  by  the 
Reading  was  turned  over  to  the  Jersey  Central  at  Haucks. 

4.  The  Central  Railroad  of  New  Jersey  is  by  far  the  most  importair 
of  the  Reading  connections  in  terms  of  total  interchange.  How  closely  these 
two  railroads  cooperate  in  the  physical  handling  of  this  tonnage  will  be 
discussed  in  chapter  XLV,  which  deals  with  the  Jersey  Central’s  affiliatior 
with  the  Reading. 

5.  For  movements  to  the  south  or  west,  the  Pennsylvania  and  the 
Lehigh  Valley  are  important  connections  with  the  Reading,  and  compete  foi 
this  traffic  with  the  Baltimore  and  Ohio  and  the  New  York  Central. 


CHAPTER  XVH 

OPEN  AND  CLOSED  GATEWAYS 

The  mere  existence  of  physical  connections  between  the  Reading  ane 
other  railroads  does  not  of  itself  insure  the  competition  of  these  lines  fo: 
traffic  of  which  the  Reading  is  either  the  originating  or  the  delivering  carrier 
It  is  necessary  to  couple  this  physical  element  with  a rate  policy  under  whicl 
traffic  will  move. 

Rates  may  be  divided  into  two  classes : local,  and  joint  or  through 
Eor  movements  of  freight  beyond  the  lines  of  an  originating  carrier,  thi 
rate  charged  may  be  the  sum  of  local  rates,  or  it  may  be  the  through  rate. 

The  through  rate  is  lower  than  the  sum  of  the  local  rates.  It  follows 
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therefore,  that  if  traffic  moves  via  some  junction  points  on  the  basis  of  a 
through  or  joint  rate,  and  via  others  on  the  basis  of  the  sum  of  local  rates,  it 
will  not  be  long  until  the  latter  gateways  become  practically  closed.  Out 
of  this  situation  arise  the  terms,  “open  gateways”  and  “closed  gateways”. 

If  a railroad  maintains  open  gateways  with  all  its  connecting  carriers, 
it  is  obvious  that  they  are  in  a position  to  compete  for  traffic  that  is  destined 
to  their  own  territory  or  to  the  territories  that  they  reach  indirectly 
through  connections.  On  the  other  hand,  the  limitation  of  open  gateways 
automatically  restricts  the  element  of  competition  so  far  as  connecting  lines 
are  concerned,  and  forces  traffic  to  move  over  definite  routes.^ 

The  maintenance  of  open  gateways  is  therefore  a factor  of  prime  im- 
portance in  determining  the  effectiveness  of  railroad  competition. 

'Mr.  .T.  L.  Eysmans,  Vice  President  in  Charge  of  Traffic,  Pennsylvania  Railroad,  states  this 
position  as  follows:  “If  there  is  no  joint  rate  in  effect  . . . we  could  not  compete  for  traffic.” 
Stenographer’s  Minutes,  Docket  22260,  p.  371.  Hearings  May  21,  22,  23,  1930. 

CHAPTER  XVIII 

OPEN  GATEWAYS  ON  THE  READING 

The  distinctive  feature  of  Reading  policy  is  the  maintenance  of  open 
gateways  via  all  connecting  carriers. 

This  policy  has  been  recognized  by  (1)  commercial  bodies,  (2)  rival 
carriers,  and  (3)  the  Reading  management  officially. 

1.  As  typical  of  the  opinions  of  commercial  bodies,  two  statements  are 
selected  from  a pronouncement  of  the  Pennsylvania  State  Chamber  of  Com- 
merce : 

(a)  The  Reading  facilities  are  open  to  all  alike,  and  always  have 
been  furnished  impartially.^ 

(b)  At  the  present  time  shippers  have  available  all  necessary  and 
proper  joint  through  rates  over  the  Reading  lines.  Shippers  who  send 
their  goods  from  western  points  to  the  Atlantic  Seaboard  by  truck  lines 
connecting  with  the  Reading  have  all  the  advantages  that  they  would 
have  if  this  road  were  a through  trunk  line.- 

2.  The  late  President  Rea  of  the  Pennsylvania  Railroad  expressed  the 
opinion  of  a rival  carrier  as  follows  P 

The  Reading  and  the  Pennsylvania  System  are  competitors  in  Eastern 
Pennsylvania,  yet  the  Pennsylvania  System  is  dependent  upon  the  Read- 
ing for  a large  part  of  the  anthracite  coal  tonnage  needed  in  its  territorv, 
and  the  latter  has  fifty  points  on  its  system  at  which  the  Pennsylvania 
exchanges  loaded  and  empty  freight  cars.  ...  It  will  therefore  be  seen 
that  the  Pennsylvania  System  has  a deep  interest  in  seeing  that  in  any 
proposed  scheme  of  consolidation  the  Reading  System  gateways  are  kept 
freely  open,  as  it  is  a terminal  distributing  railroad. 

3.  Specific  commitment  of  policy  on  the  part  of  the  Reading  Company 
has  been  made  by  President  Agnew  T.  Dice.  Discussing  the  “transportation 
policy  of  these  terminal  roads  in  keeping  their  terminals  open  to  all  connections 
without  preference  or  discrimination,”  he  refers  to  the  relationship  between 
the  Reading  and  The  Central  Railroad  of  New  Jersey  with  the  Baltimore  and 
Ohio  as  follows : “It  is  inconceivable  that  the  Reading  or  Jersey  Central  would 
ever  refuse  to  make  such  arrangements  as  will  enable  the  Baltimore  and 

'Docket  12964,  Brief  January  8,  1924,  p.  13. 

^Docket  12964,  Brief  January  8,  1924,  p.  22. 

^Docket  12964,  Brief  of  W.  L.  Kinter,  p.  16. 
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Ohio  Railroad  to  reach  the  New  York. terminals  on  just,  fair  and  reasonable 
terms. 

4:  ^ * 

The  policy  of  maintaining  open  gateways  not  only  affects  the  movement 
of  traffic  from  and  to  the  territory  of  the  connections  of  the  Reading,  but  its 
influence  also  extends  to  distant  points  that  are  only  indirectly  connected  with 
the  Reading.  As  an  example  of  the  flexibility  of  routing  which  Reading 
clients  enjoy,  a shipper  located  at  Reading,  Pennsylvania,  has  an  option  of 
three  hundred  twenty-two  routes  over  which  through  rates  are  quoted  in  con- 
signing freight  to  Peoria,  Illinois.® 

It  is  apparent  that  the  ability  to  route  shipments  to  and  from  the  West 
over  such  roads  as  the  Baltimore  and  Ohio,  the  New  York  Central,  the  Erie, 
the  Pennsylvania,  the  Delaware,  Lackawanna  and  Western,  the  Lehigh  Val- 
ley, and  the  Western  Maryland  insures  from  each  carrier  high  quality  of 
service. 

^Docket  12964,  Hearing  May  17,  1923. 

^West  Bound  Routing  Guide,  I.C.C.A-209. 


CHAPTER  XIX 

SHIPPERS’  RIGHT  TO  ROUTE  FREIGHT 

The  competition  that  the  Reading  offers  its  shippers  is  due  to  its  physical 
connections  with  other  carriers,  and  especially  to  its  policy  of  maintaining  open 
gateways. 

Will  these  facilities  for  routing  be  maintained  if  the  Reading  is  merged 
in  the  Baltimore  and  Ohio?  Phrased  in  another  way,  the  important  question 
is : Would  the  shipper  located  in  Reading  territory  have  the  same  opportunity 
to  route  and  receive  freight  over  the  connecting  lines  which  he  now  enjoys, 
if  the  Reading  were  consolidated  with  the  Baltimore  and  Ohio? 

If  the  Baltimore  and  Ohio  System  absorbs  the  Reading  we  may  assume 
that  no  tracks  will  be  torn  up,  and  that  none  of  the  interchange  points  that 
have  been  described  will  be  altered  physically.  How  then  can  the ''shipper 
have  any  interest  in  the  proposed  merger?  In  order  to  answer  this  question 
it  is  necessary  to  examine  both  the  general  principles  and  the  practice  of 
routing  freight. 

The  two  underlying  principles  of  routing  freight  include  the  right  of 
the  shipper  to  route,  and  the  position  of  the  carrier  with  respect  to  the  long 
haul. 

JjJ  ^ j}' 

The  right  of  the  shipper  to  control  the  routing  of  his  freight  is  clearly 
established  by  the  Interstate  Commerce  Act,  which  in  substance  defines  the 
position  as  follows 

The  shipper  has  the  right  to  designate  in  writing  the  through  routes 

over  which  property  shall  be  transported  to  destination. 

Although  this  legal  right  of  the  shipper  is  made  very  explicit,  the  Com- 
mission has  removed  any  possible  ambiguity  by  two  amplifying  statements : 

( 1 ) Carriers  shall  be  held  responsible  for  routing  in  the  bill  of 

lading.^ 

^Interstate  Commerce  Act,  Section  15  (8). 

^Conference  Ruling  321. 
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(2)  When  a carrier  fails  to  transmit  the  shipper’s  routing  instruc- 
tions to  a connecting  carrier  it  shall  be  responsible  for  all  transportation 
charges  resulting  from  its  neglect.® 

Closely  associated  with  the  shipper’s  right  to  route  freight  is  his  right 
to  have  access  to  necessary  information.  It  is  natural  to  expect  to  find,  as 
we  do,  that  the  Interstate  Commerce  Act  provides  that  carriers  must  keep 
open  to  the  public  all  routes  and  rates  in  which  a shipper  may  be  interested.^ 
A shipper,  however,  is  charged  with  knowing  the  rules,  rates  and  regulations 
under  which  his  proi>erty  is  transported.® 

Not  only  are  shippers  concerned  in  the  routing  of  freight,  but  connecting 
carriers  as  well  are  vitally  interested.  It  is  obvious  that  if  carriers  do  not 
turn  over  shipments  at  interchange  points  according  to  instructions  contained 
in  bills  of  lading,  the  connecting  carriers  are  deprived  of  revenue  freight  to 
which  they  are  entitled.  In  order  to  protect  connecting  carriers  from  such  a 
situation,  the  Transportation  Act  of  1920  establishes  their  right  to  recover 
damages 

Whenever  property  is  diverted  or  delivered  by  one  carrier  to  another 
carrier  contrary  to  routing  instructions  in  the  bill  of  lading,  (unless  such 
diversion  or  delivery  is  in  compliance  with  a lawful  order,  rule  or  regula- 
tion of  the  Commission)  such  carriers  shall,  in  a suit  or  action  in  any 
court  of  competent  jurisdiction,  be  jointly  and  severally  liable  to  the 
carrier  thus  deprived  of  its  right  to  participate  in  the  haul  of  the  prop- 
erty for  the  total  amount  of  the  rate  or  charge  it  would  have  received 
had  it  participated  in  haul  of  the  property. 

From  the  examination  of  the  legal  phases  of  routing  that  have  been 
made  it  is  evident  that  both  shippers  and  connecting  carriers  have  the  law 
on  their  side  in  compelling  the  railroads  to  conform  strictly  to  the  routing 
instructions  given  by  shippers. 

^ ^ 

Naturally  the  legal  right  of  the  shipper  to  route  freight  will  in  no  way 
be  affected  by  the  consolidation  of  railroads.  Moreover,  if  in  the  event  of 
a merger  through  routes  are  maintained  and  the  present  cjuality  of  service 
via  the  various  gateways  is  adhered  to,  the  position  of  the  shipper  on  the 
Reading  will  in  the  future  be  what  it  is  today.  In  such  a case  the  mandate 
of  the  Transportation  Act  would  be  literally  fulfilled;  competition  would  be 
maintained  and  the  present  channels  of  trade  would  be  preserved. 

If  the  present  facilities  for  routing  could  be  assured  in  case  the  Reading 
were  merged  in  the  Baltimore  and  Ohio  System,  further  discussion  of 
competition  could  end  at  this  point  as  being  unimportant. 

It  is,  however,  impossible  to  dispose  of  the  problem  so  easily.  Open 
routes  and  gateways  exist  on  the  Reading  at  the  present  time  because  it  is 
good  business  policy  for  this  railroad  to  maintain  them.  In  this  instance 
the  business  policy  of  the  Reading  and  the  business  interests  of  the  shippers 
coincide.  A merger  of  the  Reading  in  the  larger  trunk  line  system  might 
conceivably  dictate  a different  railroad  policy  which  might  not  coincide  with 
the  business  interests  of  shippers.  This  different  policy  which  is  here  sug- 
gested is  known  in  the  railroad  world  as  the  long  haul. 

^Conference  Ruling  199. 

^Interstate  Commerce  Act,  Section  6. 

M2  I.C.C.  605;  31  I.C.C.  99.  ^ 

^Interstate  Commerce  Act,  Section  15  (9). 


20 


CHAPTER  XX 
THE  LONG  HAUL  POLICY 

The  long  haul  is  a traffic  policy  that  rests  upon  the  business  interests 
of  the  carriers,  and  upon  the  approval  of  law. 

A railroad,  like  every  other  business  enterprise,  is  primarily  interested 
in  making  net  profits.  Its  profits  are  based  on  revenues,  and  its  revenues 
come  from  hauling  freight. 

Naturally  a railroad  keeps  tonnage  entirely  on  its  own  tracks  from  the 
point  of  origin  to  destination  if  it  is  at  all  possible,  because  in  this  way 
it  receives  all  the  revenue  from  the  haul.  If  tonnage  must  be  turned  over 
to  a connection  to  make  delivery,  the  originating  carrier  is  anxious  to  carry 
it  as  great  a proportion  of  the  distance  as  possible,  thereby  securing  the 
greater  proportion  of  the  revenue.  The  attempt  of  carriers  to  participate  in 
the  largest  possible  proportion  of  the  distance  a shipment  moves  is  known 
as  the  policy  of  the  long  haul. 

No  railroad  wants  to  be  short  hauled  any  more  than  a merchant  desires 
a customer  to  patronize  a competitor.  So  long  as  there  are  open  gateways, 
however,  the  shipper,  because  of  his  right  to  route  freight  any  way  he  pleases, 
can  compel  a railroad  to  be  short  hauled. 

If  open  gateways  exist,  the  power  to  route  freight,  therefore,  makes  the 
shipper  the  dictator  of  railroad  competition. 

In  a recent  hearing  in  Washington,  Mr.  J.  L.  Eysmans,  Vice  President 
in  Charge  of  Traffic,  Pennsylvania  Railroad,  described  the  power  of  a shipper 
to  punish  a carrier  when  there  are  open  routes  via  other  lines  d 

A.  (Mr.  J.  L.  Eysmans)  If  they  (shippers)  were  local  to  the  Penn- 
sylvania Railroad  and  had  to  go  to  a local  point  on  this  road  . . . they 
would  have  to  give  the  freight  to  us.  But  on  all  traffic,  even  though 
dependent  to  a more  or  less  degree  on  Pennsylvania  Railroad  service, 
they  would  short  haul  the  railroad  all  they  could. 

Q.  Is  there  opportunity  for  that  sort  of  short  hauling,  having  regard 
to  the  available  routes  between  destinations  and  origins  in  this  country? 

A.  Plenty. 

Q.  Can  you  be  more  descriptive  as  to  that? 

A.  For  instance,  between  Chicago  and  St.  Louis  and  the  Philadelphia 
group  territory  via  the  Baltimore  and  Ohio,  Pennsylvania,  Reading 
Railroad  reaching  Philadelphia  territory,  as  between  Chicago  and  that 
territory  there  are  365  open  working  routes ; and  as  between  St.  Louis, 
there  are  436  open  working  routes,  all  of  which  have  exactly  the  same 
line  of  rates  ....  There  may  be  some  little  variation  in  service,  but 
substantially  the  service  as  between  all  of  these  routes  is  the  same  .... 
It  is  almost  like  taking  the  alphabet  and  working  out  a dictionary  with  it. 
. . . The  Pennsylvania  Railroad  out  of  Philadelphia,  between  Phila- 
delphia and  Chicago,  has  43  open  routes.  Forty-two  of  those  routes 
would  give  us  a short  haul  as  against  our  full  line  via  the  Pittsburgh 
direct  line. 

Q.  So  that  there  would  be  abundant  opportunity  on  the  part  of 
shippers  to  punish  any  road  that  undertook  to  try  to  eliminate  com- 
petition ? 

A.  Yes,  sir. 

Q.  And  that  is  what  you  would  anticipate? 

’Stenographer’s  Minutes,  Docket  No.  22260,  May  21,  22,  23,  1930,  pp.  381-382. 
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A.  I don’t  even  like  to  think  of  such  a thing,  because  the  results 
would  be  terrible. 

From  the  carrier’s  standpoint  the  open  gateway  is  a constant  threat  to 
the  long  haul  traffic;  from  the  shipper’s  standpoint  the  open  route  is  a guar- 
antee of  service. 


CHAPTER  XXI 

LEGAL  APPROVAL  OF  THE  LONG  HAUL  POLICY 

The  principle  of  the  long  haul  is  not  only  an  established  railroad 
policy,  but  it  is  recognized  as  well  in  law. 

The  Interstate  Commerce  Act  provides  that  a railroad  cannot  ordinarily 
be  compelled  to  establish  through  rates  which  deprive  it  of  the  long  haul 
unless  one  of  the  carriers  is  a water  line.  This  does  not  imply  that  a carrier 
has  an  inherent  legal  right  to  the  long  haul ; it  merely'  assures  the  carrier  that 
in  establishing  through  routes  the  Commission  has  no  power  to  include 
substantially  less  than  the  entire  line. 

Those  sections  of  the  Interstate  Commerce  Act  that  define  the  power 
of  the  Commission  to  establish  through  routes  state  the  position  in  substance 
a follows  d 

The  Commission  may  in  the  public  interest  establish  through  routes. 
This  power  is,  however,  restricted : The  Commission  cannot  require 
any  railroad,  without  its  consent,  to  embrace  in  such  route — unless 
one  of  the  carriers  is  a water  line — substantially  less  than  its  entire 
length,  providing  the  latter  is  not  unreasonably  long. 

Important  interpretations  of  this  section  of  the  Interstate  Commerce 
Act  have  been  made  by  the  United  States  Supreme  Court  and  the 
Commission. 

The  Court,  in  the  Subiaco  case,"  held  that  protection  against  being 
short  hauled  applies  not  only  to  an  originating  railroad,  or  one  with  freight 
in  its  possession,  but  also  to  intermediate  and  delivering  carriers.  This 
decision  of  the  LTnited  States  Supreme  Court  greatly  strengthens  the 
carriers  in  their  efforts  to  protect  their  long  haul. 

It  is  significant  that  the  Interstate  Commerce  Commission  interj^irets 
this  decision  as  one  that®  “is  likely  to  result  in  substantial  nullification  in 
many  instances  of  a statutory  provision  of  great  importance  to  shippers  . . .” 

The  Commission  has  consistently  “sustained  the  carriers  in  their  effort 
to  secure  the  long  haul.’’^  It  has,  moreover,  taken  the  position  that  the 
mere  existence  of  through  rates  is  not  a guarantee  that  they  will  be  main- 
tained d 

In  numerous  cases  we  have  permitted  carriers  to  cancel  joint  rates, 
or  to  restrict  routing  which  had  the  effect  of  leaving  higher  combination 
rates  to  apply  over  certain  routes,  when  it  appeared  that  they  did  so 
in  order  to  safeguard  their  long  haul.  We  have  done  this  on  the 
principle  that  we  have  no  power  to  prevent  the  cancellation  of  a through 
rate  if  we  could  not  have  established  the  route  as  an  original  proposition. 

’Interstate  Commerce  Act,  Section  15  (3  and  4). 

2278  U.S.  269. 

’Report  of  the  Interstate  Commerce  Commission,  1929,  p 79. 

U56  I.C.C.  574;  66  I.C.C.  103 
=144  I.C.C.  514;  35  I.C.C.  131-140. 
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A case  has  recently  been  decided  that  shows  the  disposition  of  the 
Commission  to  cancel  through  rates  under  certain  conditions.  On  November 
1 5,  1924,  the  Detroit,  Toledo  and  Ironton  Railroad  was  accorded  by  the 
Wabash  Railroad  through  rates  to  Toledo  rate  base  points ; but  the  Wabash, 
on  October  30,  1929,  filed  schedules  canceling  the  participation  of  the  Detroit, 
Toledo  and  Ironton  in  the  through  rates  on  grain  and  grain  products.  The 
Commission  upheld  the  position  of  the  Wabash.  It  said:® 

We  have  no  authority  to  require  of  the  Wabash  to  short  haul  itself, 
dividing  grain  traffic  originated  by  it  with  the  Detroit,  Toledo  and  Ironton 
. . . except  the  available  route  or  routes  would  otherwise  be  unduly 
long,  or  except  a public  emergency  exists. 

^ ^ 

The  long  haul  is  such  an  accepted  railroad  practice,  and  is  so  well  recog- 
nized in  law,  that  if  the  enlarged  Baltimore  and  Ohio  System  did  not  at- 
tempt to  bring  this  policy  into  play  in  Reading  territory  it  would  be  violating 
a sound  business  principle.  In  bringing  it  into  play,  however,  the  Baltimore 
and  Ohio  might  run  counter  to  the  interests  of  the  shippers  in  Reading 
territory  who  now  enjoy  competitive  routing.  Assuming  a clash  of  interests, 
which  side  would  prevail? 

nei  i.c.c.  535. 


CHAPTER  XXII 

THE  POSSIBILITY  OF  OPEN  GATEWAYS 

Assuming  this  clash  of  interests,  we  would  expect  that  for  the  immediate 
present,  at  least,  the  shippers  would  prevail. 

Based  on  the  precedents  established  by  the  Commission,  and  relying  on 
the  intelligence  of  the  Baltimore  and  Ohio  in  cultivating  the  good  will  of  its 
new  community,  it  is  hardly  likely  that  shippers,  for  some  time  at  least,  would 
be  conscious  of  the  absorption  of  the  Reading  so  far  as  routing  is  concerned. 

The  Interstate  Commerce  Commission  has  recognized  the  conflict  be- 
tween the  tendency  of  railroad  consolidations  to  close  existing  routes^  and  the 
provisions  of  the  Transportation  Act  that  they  be  kept  open.  Acting  under 
the  power  that  it  possesses  to  determine  the  terms  and  conditions  under  which 
consolidations  shall  be  effected,  the  Commission  has  exercised  its  prerogative 
in  several  important  cases  by  insisting  that  routes  and  gateways  shall  be  main- 
tained. 

Notable  examples  of  the  disposition  of  the  Commission  in  the  case  of 
certain  consolidations  to  preserve  “present  neutrality  of  handling  traffic 
....without  discrimination  as  to  routing”  are  the  acquisitions  involv- 
ing the  New  York  Central,  the  Chicago  River  and  Indiana  Railroad,  and  the 
Chicago  Junction  Railroad;  the  Atlantic  Coast  Line,  the  Louisville  and  Nash- 
ville, and  the  Carolina,  Clintchfield  and  Ohio  and  the  Buffalo,  Rochester  and 
Pittsburgh,  and  the  Baltimore  and  Ohio.®  The  opinion  of  the  Commission  in 
this  latter  case  was  rendered  February  11,  1930,  and  contains  the  following 
stipulations  with  regard  to  the  preservation  of  open  routes 

'“As  lines  have  been  absorbed  by  other  systems,  gateways  or  interchange  points  . . . have 

continued  to  dry  up  and  new  ones  form.”  Williams,  W.  H,,  Docket  12964,  Hearings  of  May  18, 
1923. 

290  I.C.C.  133. 

^Finance  Docket  7645. 

'Finance  Docket  7645. 

32 


The  applications  will  be  granted,  but  with  the  conditions  that  routes 
of  trade  via  existing  gateways  now  employed  for  the  movement  of 
traffic  over  the  Buffalo,  Rochester  and  Pittsburgh  shall  be  kept  open 
and  efficiently  maintained  . . . unless  otherwise  authorized  by  us,  and 
that,  until  our  further  order,  the  operations,  accounts  and  statistics  of 
the  Buffalo,  Rochester  and  Pittsburgh  shall  be  maintaiued  in  such  man- 
ner as  to  preserve  the  continuity  of  records  for  purpose  of  comparison. 

^ :|:  * * * 

In  the  event  of  the  merger  of  the  Reading  in  the  Baltimore  and  Ohio  it 
is  probable  that  the  latter  would  issue  a statement  similar  to  the  one  given 
at  the  time  of  its  application  to  obtain  the  Buffalo  and  Susquehanna : 

It  will  be  the  purpose  of  the  Baltimore  and  Ohio  ...  to  maintain 
and  keep  open  all  routes  and  channels  of  trade  via  existing  gateways 
unless  and  until  ordered  by  the  Commission.  . . We  would  have  in 
mind  that  the  business  of  the  shippers  . . . has  been  developed  through 
the  present  routes  and  gateways,  and  we  would  not  desire,  or  indeed  have 
incentive,  to  take  any  action  which  would  result  in  the  disturbance  of 
the  relations  so  formed,  but  on  the  contrary  would  hope  that  there 
might  be  even  greater  use  thereof.  W e would  be  quite  willing  that  this 
be  made  a matter  of  condition  attached  to  any  order  or  approval  by  the 
Commission. 

It  is  apparent  that  in  the  event  of  the  absorption  of  the  Reading  the 
Commission  would  insist,  and  the  Baltimore  and  Ohio  in  good  faith  would 
agree,  that  present  routes  and  channels  of  trade  be  maintained. 

How  long  would  gateways  and  routes  now  available  to  shippers  in  Read- 
ing territory  remain  open  if  the  merger  were  accomplished? 

There  is  ground  for  the  belief  that  they  might  be  kept  open  indefinitely. 
From  a business  standpoint  the  Baltimore  and  Ohio  might  lose  more  than  it 
would  gain  by  insisting  too  rigorously  on  the  long  haul ; connecting  carriers 
might  be  able  to  bargain  successfully  for  their  present  share  of  the  traffic ; 
and  the  relief  from  congestion  in  areas  of  heavy  traffic  density  on  the  Balti- 
more and  Ohio  might  justify  a diversion  of  freight  from  its  own  long  haul 
route. 

If  the  enlarged  Baltimore  and  Ohio  decided  that  the  open  routes  now  in 
effect  were  injurious  to  its  interests,  it  could  eliminate  them  only  l)y  closing 
or  drying  up  the  gateways. 

Gateways  may  be  closed  by  the  suspension  of  through  rates  ; they  may  be 
dried  up  by  rendering  inferior  service  via  routes  which  short  haul  a carrier, 
or  by  offering  such  superior  service  over  the  long  haul  route  that  the  traffic 
flow  through  the  other  gateways  would  naturally  disappear. 

The  Baltimore  and  Ohio  would  not  be  able  to  close  any  routes  without 
the  consent  of  the  Commission.  Although  the  latter  has  permitted  the  sus- 
pension of  through  rates  in  certain  cases  where  a carrier  has  been  short 
hauled,  it  by  no  means  follows  that  the  closing  of  routes  can  be  accomplished 
arbitrarily.  In  approving  the  acquisition  of  carriers  the  Commission  has  in 
the  past  imposed  the  condition  that  the  present  routes  must  be  maintained. 
If  the  Baltimore  and  Ohio  attempted  to  close  gateways  it  would  be  compelled 
to  assume  the  burden  of  proof  in  presenting  its  case  before  the  Commission. 

If  a gateway  is  dried  up  by  the  superior  service  which  the  Baltimore  and 

33 


Ohio  might  render  via  its  long  haul,  shippers  will  not  suf¥er,  especially  if 
the  route  that  has  been  dried  up  still  exists  on  paper  and  can  be  revived. 

Gateways  that  might  be  dried  up  as  a result  of  inferior  service  would 
constitute  a distinct  loss  to  shippers  by  reducing  their  facilities  for  com- 
petitive routing. 

We  have  discussed  the  general  problem  of  competitive  routing  with  one 
of  the  highest  executive  officers  of  the  Baltimore  and  Ohio.  His  comment 
on  our  analysis  of  the  subject  is  as  follows; 

While  the  Reading  Railroad  might,  as  suggested,  be  a “wheel  or  a fan” 
and  thus  have  connections  with  a great  number  of  carriers,  nevertheless, 
out  of  all  its  connections,  the  facts  indicate  that  about  60  per  cent  of 
the  interchange  business  of  the  Reading  and  Central  Railroad  is  that 
originating  on  or  delivered  to  lines  that  are  now,  or  it  is  expected  will  be, 
in  the  Baltimore  and  Ohio  system.  While  it  is  possible  some  advantage 
accrues  to  the  Reading  in  being  open  alike  to  any  and  all  commerce, 
this  should  be  weighed  in  the  light  of  the  possibility  of  having  the  Read- 
ing a constituent  part  of  an  effective  system  which  reaches  out  to  all  of 
the  great  producing  and  traffic  centers  in  the  West,  and  to  the  South. 

There  are  many  consolidations  that  have  been  consummated  which,  for 
business  reasons,  have  not  led  to  the  closing  of  gateways.  For  example,  the 
control  of  the  Lake  Shore  and  Michigan  Southern  and  the  Michigan  Central 
by  the  New  York  Central,  effected  more  than  thirty  years  ago,  has  not  closed 
routes  via  the  Lehigh  Valley  and  the  Delaware,  Lackawanna  and  Western.® 
In  this  instance  the  Lehigh  Valley  and  the  Lackawanna  are  protected  by  their 
valuable  anthracite  traffic,  and  by  their  connections  with  such  carriers  as 
the  Wabash,  the  Nickel  Plate  and  the  Grand  Trunk.  Mr.  Eysmans  has 
pointed  out®  that  the  Pennsylvania  has  many  through  routes  in  force  with 
competing  carriers  between  the  east  and  west  that  have  not  been  closed.  Is 
it  not  possible  that  the  Baltimore  and  Ohio,  reaching  much  the  same  territory, 
will  find  that  the  permanent  maintenance  of  existing  gateways  is  in  keeping 
with  intelligent  self  interest? 

^Docket  12964,  Brief  of  Port  of  New  York  Authority,  p.  369. 

®See  page  30. 


CHAPTER  XXHI 

THE  POSSIBILITY  OE  CLOSED  GATEWAYS 

The  very  fact  that  the  question  of  closing  competitive  routes  is  raised 
implies  that  it  constitutes  a problem  in  this  consolidation  proposal.  Regarding 
this  problem  there  is  a strong  body  of  opinion  that  the  general  tendency  of 
consolidation  is  to  close  some  existing  gateways. 

This  opinion  is  based  on  the  assumption  that  the  prime  object  of  consoli- 
dation is  to  control  the  flow  of  traffic,  and  that  otherwise  there  would  be  but 
little  incentive  to  tbe  negotiation  of  a merger. 

This  conclusion  expresses  the  opinion  of  responsible  students  of  traffic 
whose  views  merit  consideration.  We  have  selected  as  typical  and  fair 
minded  the  views  of  (1)  an  economist,  (2)  two  members  of  the  Interstate 
Commerce  Commission,  (3)  a railroad  executive,  (4)  a commercial  body 
with  standing  in  the  State  of  Pennsylvania,  and  (5)  a representative  shipper 
in  Reading  territory. 
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1.  In  his  analysis  of  the  New  England  grouping,  in  the  report  attached 
to  the  tentative  plan,  Professor  Ripley  makes  some  acute  observations  on  the 
problem  of  routing  as  affected  by  consolidation  d 

The  entire  freedom  of  routing  is  a great  boon,  and  the  competition  in 
service  which  attends  upon  it  is  of  prime  importance.  . . . \\’hat  other 
motive  could  such  foreign  connections  have  for  assuming  the  heavy 
financial  obligation  of  upholding  these  New  England  properties,  other 
than  the  expectation  that  they  would  be  able  to  direct  the  major  part  of 
the  traffic  over  their  own  rails  ? . . . Despite  the  legal  right  of  the  shipper 
to  prescribe  his  routing,  it  seems  inevitable  that  the  traffic  would  tend 
to  be  more  and  more  canalized.  Every  possible  influence  would  make 
for  that  result.  . . . 

2.  Commissioner  McManamy  makes  the  following  comment  in  his  criti- 
cism of  the  Commission’s  plan 


Any  consolidation  necessarily,  to  a certain  extent,  closes  some  routes 
but  some  of  the  consolidations  here  proposed  will  close  innumerable 
routes.  The  law  gives  each  carrier  the  right  to  the  long  haul.  . . . 
Under  this  construction  some  of  the  consolidations  here  proposed  will 
result  in  the  circuitous  hauling  of  traffic  to  an  extent  that  will  probably 
offset  all  the  benefits  which  might  otherwise  result. 

Discussing  the  control  of  the  Pere  IMarquette  by  the  Chesapeake  and 
Ohio,  Commissioner  Eastman  presents  his  views  on  the  practical  effect  of 
consolidation  on  routing 

Eollowing  the  acquisition  of  the  Pere  Marquette  the  routes  via  that 
line  will  at  least  be  favored,  and  it  may  be  that  various  other  routes  more 
direct  and  convenient  will  be  closed  to  protect  the  long  haul.  . . . 
The  majority  say  that  they  understand  that  existing  routes  will  be  main- 
tained . . . but  there  are  ways  of  discouraging  the  movement  of  traffic 
over  routes  which  are  not  favored.  It  is  a mistake  to  assume  that  con- 
solidation or  acquisitions  of  control  will  tend  to  promote  freedom  of 
traffic  movement.* 


_ 3.  The  late  President  Albert  H.  Smith,  of  the  New  York  Central,  in 
giving  testimony  on  the  suggestion  of  Professor  Ripley  that  the  Central  Rail- 
road of  New  Jersey  be  allocated  to  the  Baltimore  and  Ohio  Railroad,  pointed 
out  that  such  disposition  would  seriously  affect  the  traffic  moving  via  the 
Newberry  Junction  gateway:® 

If  you  give  the  Central  Railroad  of  New  Jersey  to  the  Baltimore  and 
Ohio  Railroad  . . . you  might  as  well  shut  me  out  entirely,  because  Mr. 
Willard  is  human,  and  as  a competitor  I don’t  think  I would  get  much 
of  a show  on  that  long  haul  tonnage. 

4.  The  Pennsylvania  State  Chamber  of  Commerce  states  its  position 
regarding  the  practical  routing  problem  as  affected  by  this  particular 
merger :® 


'63  I.C.C.  518. 

=159  I.C.C.  570. 

= 138  I.C.C.  543. 

John  ^W.  M Cardie,  Chairman  of  the  Indiana  Public  Service  Commission,  presents  the  case 
; f a shipper  whose  plant  is  located  on  only  one  railroad.  If  this  original  railroad 
becomes  a part  of  a large  system,  thereby  reach.ng  many  destinations,  the  shipper  will  be  required  to 
route  his  traffic  over  the  one  system  to  the  destinations  reached  by  it  unless  to  do  so  would  create 
an  unr^sonably  long  route.  Indianapolis  Sunday  Star,  January  19.  1930. 

Docket  12964  (11,127)  Brief  of  William  L.  Kinter  p 15 

®Docket  12964,  Hearing  January  8,  1924,  Brief,  p.  22. 

35 


At  present  shippers  have  available  all  necessary  and  proper  joint 
through  rates  over  the  Reading  lines.  Shippers  who  send  their  goods 
from  Western  points  to  the  Atlantic  Seaboard  via  trunk  lines  connected 
with  the  Reading  have  all  the  advantage  that  they  would  have  if  this 
route  were  a through  trunk  line. 

Dealing  more  specihcally  with  the  actual  methods  by  which  a controlling 
carrier  could  close  existing  gateways,  the  Chamber  of  Commerce  makes  the 
following  comment '? 

Technically  the  shipper  controls  the  routing,  but  there  are  various  ways 
by  which  a railroad  may  accomplish  a different  routing  from  the  one 
which  would  naturally  be  selected  by  the  shipper,  e.  g.,  by  unequal  dis- 
tribution of  equipment;  by  tending  to  discourage  the  development  of 
necessary  through  routes  calculated  to  give  a short  haul  and  only  culti- 
vating routes  calculated  to  give  a long  haul ; and  in  a variety  of  other 
ways. 

5.  At  the  hearings  conducted  by  the  Interstate  Commerce  Commission 
on  the  tentative  plan  a large  group  of  shippers  representing  an  immense  vol- 
ume of  tonnage  testified  that  the  existing  routes  offered  by  the  Reading  were 
advantageous,  and  that  the  closing  of  these  routes  would  be  probable  if  the 
Baltimore  and  Ohio-Reading  merger  were  consummated.  The  testimony 
presented  by  these  shippers  is  practically  unanimous  on  this  point. 

As  an  example  of  the  attitude  of  the  shippers  located  on  the  Reading, 
the  opinion  of  Mr.  C.  H.  Rolf,  representing  the  E.  G.  Budd  Manufacturing 
Company,  is  selected  as  being  especially  valuable  because  his  plant  has  track- 
age connections  both  with  the  Reading  and  the  Pennsylvania.  Mr.  Rolf’s 
statement  is,  in  part,  as  follows  :® 

The  reason  for  our  objection  [to  the  merger]  is  that  at  the  present 
time  on  shipments  via  the  Reading  we  have  six  or  eight  various  routes 
to  Central  Freight  Association  territory.  . . . On  shipments  via  the 
Pennsylvania  to  Central  Freight  Association  territory  we  are  compelled 
to  ship  via  the  Pennsylvania  to  Erie  and  Buffalo,  or  some  far  away  point 
like  that.  . . On  the  Reading,  however,  by  reason  of  the  various  routes 
via  Newberry  Junction,  Bethlehem,  etc.,  we  are  always  able  to  find  some 
route  that  is  open,  thereby  enabling  us  to  ship  our  product.  We  feel 
that  if  the  Philadelphia  and  Reading  is  associated  with  the  Baltimore  and 
Ohio  that  naturally  to  the  Central  Freight  Association  territory  the 
Baltimore  and  Ohio  would  want  to  route  by  way  of  their  long  haul, 
and  it  will  be  only  a question  of  time  until  their  rates  and  routes  via 
these  other  routes  will  be  eliminated.  . . . 

The  opinions  that  have  been  expressed  in  this  chapter  indicate  the  pos- 
sibility that  closing  existing  routes  and  channels  of  trade  is  a problem  of  such 
sufficient  importance  as  to  throw  doubt  upon  the  advisability  of  the  merger 
of  the  Reading  with  any  trunk  line  system. 

'Docket  12964,  Hearing  January  8,  1924,  Brief,  p.  22. 

“Docket  12964,  (p.  8759),  Reading  Brief  of  William  L.  Kinter,  pp.  81,  82. 
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CHAPTER  XXIV 

OBTAINING  SHIPPERS’  OPINIONS 


Carrying  further  our  investigation  of  the  prohal:)le  effects  of  the  absorp- 
tion of  the  Reading  on  the  maintenance  of  competition  we  have  ^ipproached 
shippers  located  in  Reading  territory  in  order  to  ascertain  their  opinions. 
Before  presenting  their  views,  the  sul)ject  of  shippers’  opinion  on  railroad 
consolidation  will  he  discussed  as  a parenthesis  in  our  analysis  of  competition. 

In  spite  of  the  apparent  interest  of  the  geiieral  public  in  railroad  con- 
solidation, as  evidenced  by  newspaper  articles  and  headlines,  we  have  found 
that  shippers  for  the  most  part  are  non-committal  with  respect  to  their  views. 
Commercial  bodies  sometimes  take  a position,  but  seldom  do  they  go  into 
detail  or  explain  their  reasoning. 

Large  shippers  seem  especially  evasive  of  questions  concerning  railroad 
consolidation.  There  are  several  reasons  for  this  reticence  on  their  part: 
the  problem  of  the  corporate  control  of  the  railroads  seems  remote  from 
their  immediate  traffic  interests;  they  do  not  wish  to  incur  the  ill  will  of  the 
railroad  executives  with  whom  they  now  deal,  or  with  whom  they  may  be 
compelled  to  deal  if  consolidation  is  effected ; or  they  do  not  care  to  jeopardize 
the  sale  of  railway  supplies  by  taking  a stand  that  later  may  prove  embarrass- 
ing. 

Mr.  William  H.  Williams,  Chairman  of  the  Board  of  the  Wabash  has 
pointed  out  this  reluctance  of  the  shippers  to  express  their  views 

Men  of  high  standing  and  great  courage  and  of  deep  convictions 
have  been  reluctant  to  risk  the  possible  displeasure  of  the  great  trunk 
lines  upon  whom  they  are  dependent  for  transportation  service  .... 
I repeat  that  there  has  been  extreme  reluctance  on  the  part  of  shippers, 
and  particularly  the  traffic  officials  of  the  large  industries  to  testify  in 
contested  proceedings  before  the  Commission,  but  when  they  have  been 
placed  under  subpoena  and  required  to  testify,  their  evidence  has  been 
most  helpful  to  the  Commission. 

In  the  belief  that  shippers’  opinions  should  be  obtained  wherever 
possible,  we  have  done  what  we  could  to  elicit  a frank  expression  of  their 
views,  with  the  understanding  that  the  source  of  information  would  be 
treated  confidentially. 

The  following  typical  questionnaire  was  sent  to  shippers  in  those  sections 
of  the  State  where  the  consolidation  issue  is  especially  controversial,  and 
where  problems  of  a unique  character  with  respect  to  mergers  arise : 


QUESTIONNAIRE  SENT  TO  READING  COxAIPANY  SHIPPERS 

1 . Does  the  Reading  maintain,'  a siding  at  your  plant  ? 

2.  What  other  railroads  do  you  use?  (Indicate  if  served  by  siding.) 

3.  What  is  approximate  percentage  of  your  traffic  moving  via  Reading? 

4. 

(a)  Do  you  feel  that  the  Reading  Company,  by  virtue  of  its  small- 
ness, as  compared  with  the  trunk  line  systems,  is  able  to  maintain  closer 

'Address  before  Associated  Traffic  Clubs  of  America,  October  IS,  1929. 
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contact  with  its  shippers  and  better  supervision  over  its  facilities  and 
service*  than  some  larger  system? 

(b)  Do  you  feel  that  this  contact  and  supervision  is  valuable  to  your 
company  ? 

(c) *  Do  you  think  service*  would  be  impaired  or  bettered  if  it  were 
merged  in  the  Baltimore  and  Ohio? 

(d)  General  remarks : 

5.  Do  you  feel  that  competition  would  be  materially  restricted  if  the 
Reading  were  merged  in  the  Baltimore  and  Ohio?  Explain. 

6.  What  is  your  Company’s  attitude  toward  the  Reading-Baltimore 
and  Ohio  merger? 

(a)  To  encourage  it? 

(b)  To  oppose  it? 

(c)  To  ignore  it? 

7.  Is  the  Reading  service,  from  the  standpoint  of  car  supply,  etc., 
satisfactory? 

8.  Remarks : 

9.  Name  of  Company  ; 

Address : 

Location  of  Plants : 

Official  of  Company  interviewed : 

The  response  to  the  questionnaire  has  been  fairly  satisfactory,  although 
the  lack  of  detail  in  most  cases  is  marked.  While  we  have  no  disposition  to 
overemphasize  the  opinions  that  are  expressed,  we  feel  that  since  the  ma- 
jority of  shippers  do  not  care  to  express  their  ideas  regarding  consolidation 
in  writing,  those  who  do  state  their  opinions  should  be  accorded  consideration. 

*The  word  ‘^service”  is  here  considered  in  its  broad  sense,  including,  for  example,  considera- 
tion of  local  problems,  interest  in  local  development,  quick  decisions  on  matters  of  policy,  adjustment 
of  claims,  rates,  etc.,  the  furnishing  of  special  purpose  rolling  equipment,  movement  of  traffic,  infor- 
mation, etc. 


CHAPTER  XXV 

SHIPPERS’  OPINIONS  ON  COMPETITION 

Sixty-eight  Reading  shippers  were  asked  to  comment  on  the  element  of 
competition,  as  well  as  other  phases  involved  in  the  proposed  merger.  Eorty- 
nine  of  these  replied.  Thirty-two  take  the  position  that  the  consolidation 
would  result  in  a restriction  of  competition ; eleven  feel  that  competition  will 
not  be  affected ; and  six  refuse  to  commit  themselves  one  way  or  another. 

Typical  views  on  both  sides  will  be  presented.  Since  those  who  oppose 
the  merger  on  the  ground  that  competition  will  be  restricted  are  more  num- 
erous, and  have  taken  more  trouble  to  explain  their  views  than  the  minority 
have,  we  shall  present  twelve  replies  which  represent  the  first  group,  and  the 
three  statements  which  are  the  only  ones  of  any  length  furnished  by  the 
second  group. 

(1)  Unless  the  Baltimore  and  Ohio  continued  to  keep  open  all  of 
the  routes  which  we  can  now  reach  through  the  Reading  Company  (com- 
petition would  be  materially  restricted).  No  doubt  the  Baltimore  and 
Ohio’s  tendency  would  be  to  force  business  to  move  over  its  own  system 
so  as  to  secure  the  longest  possible  haul. 

(2)  I cannot  say  what  the  effect  of  such  a merger  would  eventually 
result  in,  but  any  change  would  certainly  not  be  likely  to  aid  us  and 
might  work  a hardship  by  restricting  competition. 
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(3  ) Tonnage  in  and  out  of  large  commercial  centers  would  be  fav- 
ored with  main  line  movement.  Service  at  smaller  centers  would  be  less 
frequent  through  control  of  comj>etition. 

(4)  The  rates,  of  course,  would  be  the  same,  but  the  service  and  con- 
tact would  be  very  much  restricted. 

(5)  Whatever  change  would  take  place  \\ould  be  in  the  nature  of 
restriction.  In  large  organizations  problems  entailing  reciprocity  are 
likely  to  get  more  consideration  than  problems  of  service,  especially  as 
far  as  the  lesser  shippers  are  concerned. 

(6)  We  have  always  felt  that  the  Reading  as  a Philadelphia  company 
was  the  greatest  check  on  the  Pennsylvania  Railroad. 

(7)  On  the  present  basis  all  roads  have  access  to  Philadelphia  via 
the  Reading,  thus  promoting  better  service. 

(8)  We  are  now  free  to  route  shipments  as  we  wish.  If  the  Reading 
were  part  of  a trunk  line  this  would  not  be  so. 

(9)  We  move  in  and  out  225,000  tons  annually,  a very  small  . . . 

company.  It  would  be  hard  to  interest  a great  system  in  competition 
for  such  business. 

(10)  At  the  present  time  comj:)etition  is  keen  between  the  Penn- 
sylvania Railroad  and  Reading  on  through  New  York  and  Philadelphia 
service,  both  freight  and  passenger;  also  on  eastbound  freight  delivered 
to  Reading  at  Newberry  Junction  bv  New  York  Central  and  Erie  Rail- 
road. There  is  a possibility  that  the  Baltimore  and  Ohio  would  not 
interchange  with  these  lines  at  that  point. 

(11)  We  believe  the  Reading  in  its  present  ]X)sition  affords  us  an 
opportunity  of  receiving,  through  them,  competitive  rates  and  better 
service  than  would  be  the  case  under  the  proposed  merger. 

(12)  We  now  have  full  use  of  all  Baltimore  and  Ohio  facilities  and 
in  addition  have  the  facilities  of  the  New  York  Central,  Lehigh  Valley. 
Delaware,  Lackawanna  and  Western,  and  Erie,  the  Reading  having 
excellent  operating  arrangements  with  each  of  these  roads.  One  of 
Philadelphia’s  assets  is  the  possession  of  a terminal  railroad ; the  so 
called  Belt  Line  is  really  the  Pennsylvania  Railroad.  In  Detroit  the  so 
called  Belt  Line  is  really  the  Michigan  Central.  In  the  Reading  Rail- 
road, Philadelphia  has  a road  whose  life  is  dependent  on  the  maintenance 
of  excellent  operating  arrangements  with  all  of  the  Eastern  trunk  lines, 
and  this  gives  Philadelphia  an  advantage  over  all  other  Eastern  cities. 
This  is  an  invaluable  benefit  to  Philadelphia,  and  the  city  should  be 
fully  aroused  about  the  seriousness  of  the  proposed  sacrifice  of  this  unit 
to  any  one  of  the  Eastern  trunk  lines.  The  only  interest  the  Baltimore 
and  Ohio  can  have  in  the  Reading  is  to  secure  for  their  line  all  of  the 
business  which  the  Pennsylvania  does  not  control,  and  thus  shut  out  of 
Pennsylvania  the  New  York  Central,  Lehigh  Valley,  Delaware,  Lacka- 
wanna and  Western,  and  the  Erie  Railroad.  We  had  better  propose  to 
turn  the  Delaware  River  over  to  the  City  of  Baltimore. 

^ ^ ^ 

Only  three  of  those  who  state  that  they  do  not  definitely  oppose  the 
merger  on  the  ground  of  its  effect  on  competition  elaborate  their  views. 
These  three  opinions  are : 

(1)  Twenty  years  ago  everybody  was  opposed  to  consolidation  of 
railroads  or  competing  units  of  any  industry.  Within  the  last  few  years 
we  have  seen  both  the  good  and  bad  effects  of  mergers.  If  my  own  wish 
should  prevail,  I would  prefer  to  have  the  Reading-Jersev  Central  remain 
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as  a separate  system  with  possibly  the  addition  of  the  Lehigh  and  Hud- 
son, and  Lehigh  and  New  England  on  the  North;  the  Western  Maryland 
on  the  West,  and  possibly  the  Delaware,  Lackawanna  and  Western.  I 
am  not  convinced,  however,  that  consolidation  with  the  B.  & O.  would 
be  as  harmful  as  some  of  us  seem  to  think.  I have  not  undertaken  to 
answer  your  question  No.  5.  (Do  you  feel  that  competition  would  be 
materially  restricted  if  the  Reading  were  merged  in  the  Baltimore  and 
Ohio?)  In  the  light  of  experience  of  similar  situations  in  the  past,  the 
answer  would  be  “yes”,  but  we  do  not  know  at  this  time  what  com- 
petitive conditions  will  arise  out  of  the  consolidation  plan  and  what 
further  control  may  be  exercised  by  the  Interstate  Commerce  Com- 
mission, and  the  State  Commissions. 

(2)  I can  not  see  any  reason  why  the  Baltimore  and  Ohio  Railroad 
should  not  be  consolidated  with  the  Reading  with  one  exception.  This 
exception  exists  in  the  Schuylkill  Division  of  the  Reading  Railroad  with 
its  branches,  which  I think  should  be  operated  by  the  Pennsylvania  Rail- 
road. If  this  can  not  be  brought  about  immediately  throughout  this 
entire  territory,  free  interchange  of  freight  should  be  granted  by  both 
roads. 

( 3 ) Having  both  the  Pennsylvania  and  the  Reading  at  our  plant 
we  have  always  been  in  a position  that  where  we  could  not  make  ship- 
ment on  one  road  we  could  always  use  the  other  road.  While  we  do  not 
see  where  a merger  would  hurt,  we  can  not  see  where  it  would  better  our 
service. 

j{c  >{< 

A consideration  of  the  opinions  of  shippers  in  Reading  territory  leaves 
no  doubt  that  the  merger  proposal  is  generally  looked  upon  with  apprehension 
by  those  who  use  the  Reading. 
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SECTION  I 

Sendee  to  Shippers  and  to  the  Public: 
b.  Relation  Between  Shippers  and  the  Responsible 
Officers  of  the  Carriers. 


CHAPTER  XXVI 

CONCLUSIONS  REGARDING  COMPETITION 

Before  stating  our  conclusions  regarding  the  element  of  competition  in 
the  proposal  to  consolidate  the  Reading  with  the  Baltimore  and  Ohio  we  shall 
summarize  the  general  situation  as  we  see  it. 

The  present  competitive  facilities  offered  by  the  Reading  are  due  both  to 
its  form  and  to  its  policy  of  maintaining  open  routes  and  gateways.  Although 
shippers  have  the  legal  right  to  control  their  freight  movements,  this  is  an 
empty  power  unless  accompanied  by  flexible  routing  facilities. 

The  proposal  to  link  the  Reading  with  the  Baltimore  and  Ohio  raises  the 
fundamental  issue : would  the  Baltimore  and  Ohio  sacriflee  the  open  routes 
and  gateways  in  the  interest  of  its  own  long  haul.  Whether  it  would  or  not, 
the  tendency  of  consolidations  to  restrict  routing  wherever  practicable  from 
the  carrier’s  standpoint  must  be  admitted. 

A considered  view  of  competition  as  an  element  in  the  problem  of  the 
proposed  absorption  of  the  Reading  in  the  Baltimore  and  Ohio  System  brings 
us  to  the  following  conclusions : 

1.  The  Reading  as  a terminal  line  now  offers  satisfactory  competitive 
shipping  facilities ; 

2.  These  competitive  facilities  would,  in  the  event  of  merger,  undoubt- 
edly be  retained  for  the  present; 

3.  Serious  doubts  exist  whether  the  business  interests  of  the  Baltimore 
and  Ohio  System  would  justify  the  permanent  maintenance  of  existing  routes 
and  channels  of  trade.  So  far  as  competition  is  concerned,  the  shippers  in 
Reading  territory  would,  therefore,  be  sacrificing  a certainty  for  an  uncer- 
tainty if  the  merger  were  effected. 


CHAPTER  XXVH 
THE  HUMAN  ELEMENT 

A second  consideration,  aside  from  competition,  in  testing  this  proposed 
consolidation  of  the  Reading  and  the  Baltimore  and  Ohio  from  the  standpoint 
of  service,  is  the  relationship  between  the  shippers  and  responsible  officers  of 
the  railroad. 

In  analyzing  this  phase  of  the  public  interest  the  nature  of  railroad  ser- 
vice will  be  observed ; the  conclusions  will  be  applied  to  consolidations  in 
general ; and  their  application  will  be  made  to  the  Baltimore  and  Ohio  pro- 
posed merger. 
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A shipper  and  a railroad  stand  to  each  other  as  buyer  and  seller.  The 
commodity  traded  is  transportation  service.  This  comiipdity,  however,  can 
not  be  standardized.  Each  shipper’s  requirements  are  individual  and  peponal. 
These  requirements  include  such  detailed  items  as  switching  facilities,  sidings, 
car  supply,  specialized  equipment,  dispatch  of  movement,  tracing  of  cars,  rate 
adjustments,  transit  arrangements  of  all  kinds,  routing,  diversion,  reconsign- 
ment, safety  of  shipment — anything  and  everything  that  make  it  possible  for 
the  shipper  to  move  his  goods  efficiently,  and  to  hold  his  own  in  competitive 
markets. 

These  items  of  service  which  have  just  been  mentioned,  however,  do  not 
take  care  of  themselves.  They  result  from  such  ordinary  personal  contacts 
as  a telephone  call,  a letter,  or  a conversation.  In  adjusting  these  details 
shippers  naturally  like  to  deal  directly  with  responsible  officers  of  the  railroad, 
with  the  men  who  not  only  know  the  local  problems  of  shipping,  but  who  also 
have  the  authority  to  make  decisions. 

Directly  affecting  the  service  that  shippers  and  the  public  buy  from  the 
carriers  is  the  relationship  between  the  railroad  executives  and  their  salesmen : 
the  railroad  employees.  The  public  is  probably  inclined  to  judge  the  railroads 
more  by  the  treatment  it  receives  at  the  hands  of  conductors,  brakemen,  yard- 
masters,  and  station  agents  than  by  the  architectural  beauty  of  their  municipal 
terminals.  Before  a railroad  can  sell  its  services  to  the  public  it  must  sell  itself 
to  its  employees. 

Since  the  morale  of  employees  is  so  essential  in  the  railroad’s  ability  to 
sell  its  one  commodity,  service,  no  carrier  can  afford  to  ignore  its  importance. 
Being  psychological  and  elusive,  morale  can  be  induced  hut  not  commanded. 
It  grows  by  contacts  that  are  not  strained.  It  reaches  its  highest  point  on  a 
railroad  when  the  employees  know,  and  have  confidence  in  the  executive 
officers ; when  the  men  in  the  shops,  in  the  yards,  and  on  the  trains  have  a 
sense  of  partnership,  even  with  the  “old  man’’,  the  president  of  the  road. 

Where  the  human  relationships  of  a railroad  with  the  people  with  whom 
it  deals  are  satisfactory  they  should  not  be  disturbed  unless  there  are  com- 
pensating gains  unquestionably  assured. 


CHAPTER  XXVIII 
A SMALL  RAILROAD 

The  foregoing  observations  with  reference  to  the  importance  of  con- 
fidence and  understanding  between  the  railroads  and  the  shippers  on  the  one 
hand,  and  with  their  employees  on  the  other,  have  a direct  bearing  upon  the 
problem  of  consolidation.  Good  will  is  an  asset  which  should  not  be  lost  in 
the  shuffle. 

It  is  because  there  are  these  intangible  factors  in  a railroad  balance  sheet 
that  consolidation  can  not  be  considered  altogether  in  terms  of  the  engineer, 
the  accountant  and  the  statistician.  The  human  equation  in  the  case  of  each 
property  involved  in  consolidation  should  be  given  due  weight.  Professor 
Ripley  probably  had  this  phase  of  consolidation  in  mind  when  he  said 

Eigures  are  no  more  to  be  trusted  implicitly  than  are  seductive  maps, 

nicely  fashioned  to  produce  the  effect  of  symmetry  on  paper.  . . . 

The  putting  together  or  dismemberment  of  individual  properties  may 

'63  I.C.C.  478. 
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bring  about  results  which  are  quite  unpredictable  by  arbitrary  means  of 
statistical  investigations.  . . . Not  published  statistics,  but  intimate 

acquaintance  with  local  traffic  conditions  afford  the  only  reliable  data. 

Applying  the  generalizations  that  have  been  made  to  the  proposed  merger 
of  the  Reading  in  the  Baltimore  and  Ohio,  we  find  two  factors  in  the  Read- 
ing’s position  which  have  tended  to  promote  a close  relationship  between  the 
officials  of  the  road,  and  its  shippers  and  employees  : first,  the  size  of  the  road ; 
second,  the  element  of  time. 

^ i{c 

It  would  be  futile  to  argue  that  a small  railroad  necessarily  is  successful, 
and  that  a large  railroad  is  unsuccessful  in  developing  with  its  clients  the  con- 
tacts that  are  essential  to  the  best  quality  of  transportation  service.  A fair 
minded  study  of  American  railroad  history  would  not  support  such  a general- 
ization. All  that  can  be  said  is  that  the  tendency  of  the  smaller  railroads  to 
have  a knowledge  of,  and  to  be  concerned  in  local  business  developments  is 
naturally  greater  than  that  of  the  larger  system  with  its  widely  diverse 
interests.” 

We  can  not  contemplate  the  modern  trend  in  business  developments — 
branch  banking,  chain  stores  and  trusts — without  admitting  that  railroad  con- 
solidation is  a phase  of  the  same  movement.  At  the  same  time  we  are  aware 
that  centralization  of  control  has  its  price.  That  the  price  is  too  high,  in  the 
case  of  the  railroads,  is  the  opinion  of  many  wffio  are  in  accord  with  the  views 
of  Commissioner  Eastman  and  Sir  Henry  Thornton. 

After  pointing  out  that  we  are  becoming  a nation  of  clerks  and  subordi- 
nates, Commissioner  Eastman  denounces  the  wholesale  consolidation  of  rail- 
roads on  the  ground  that  shippers  and  employees  are  too  far  removed  from 
headquarters 

The  best  results  in  operating  efficiency  and  service  are  secured  when 
a railroad  system  is  small  enough  so  that  the  executive  can  maintain 
something  like  personal  contact  with  the  employees  all  down  the  line, 
and  also  with  the  shippers  in  the  territory  served. 

Even  Sir  Henry  Thornton,  president  of  one  of  the  world’s  largest  rail- 
roads, the  Canadian  National,  once  remarked  that  a large  railroad  is  so  im- 
personal that  it  is  like  a gigantic  machine  “with  no  body  to  kick  and  no  soul 
to  damn.”  Referring  specifically  to  the  consolidation  policy  of  the  United 
States,  Sir  Henry  said  :* 

I think  it  would  be  wise  to  think  twice  before  grouping  large  systems 
of  railroads  in  the  United  States.  The  chief  difficulty  in  the  group  plan, 
as  I see  it,  is  that  finally  you  get  railroads  so  large  that  the  administration 
loses  contact  with  the  men. 


* 5k 


The  Reading  is  a small  railroad  compared  with  the  Pennsylvania,  the 
Baltimore  and  Ohio,  or  the  New  York  Central.  Its  head  offices  "at  Philadel- 
phia are  within  easy  reach  of  any  point  on  the  system.  Williamsport,  the 


^ ^ 'John  W.  M’Cardle,  Chairman  of  the  Indiana  Public  Service  Commission,  takes  a similar 
position:  “In  a large  unit  decisions  of  considerable  importance  have  to  be  made  by  men  who  do  not 
have  personal  contact  with  matters  about  which  decisions  are  to  be  made.  . . . With  small 
units  the  high  officers  have  contact,  and  in  many  cases  intimate  acquaintance  with  officers  and  men 
all  the  way  down  the  line.  . . I believe  that  the  small  units  not  only  provide  greater  efficiency, 
but  also  far  greater  service  to  the  patron.”  Indianapolis  Sunday  Star,  January  19,  1930. 

®159  I.C.C.  566. 

*Nezv  York  Herald  Tribune,  December  6,  1925. 
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farthest  point,  is  only  two  hundred  miles  distant.  Without  traveling  at 
night  it  is  possible  to  make  a reasonably  close  inspection  of  the  main  track  of 
the  road  within  two  days.  Under  these  circumstances,  if  the  Reading  man- 
agement has  not  built  up  an  esprit  de  corps  between  itself  and  its  shippers 
and  employees,  it  would  be  ignoring  an  opportunity  that  the  larger  systems 
must  envy. 


CHAPTER  XXIX 
AN  OLD  RAILROAD 

Not  only  has  the  compact  size  of  the  Reading  tended  to  promote  a close 
relationship  between  the  road  and  the  community  that  it  serves,  but  the  ele- 
ment of  time  has  also  played  a part  in  identifying  this  railroad  with  Eastern 
Pennsylvania. 

One  hundred  and  one  years  ago,  1829,  when  railroads  were  still  a curios- 
ity, a line  ten  miles  long  was  built  in  the  V alley  of  the  Little  Schuylkill,  a 
territory  described  by  one  writer  at  the  time  as  a “retreat  for  panthers,  wolves, 
bears,  and  other  wild  animals.”^ 

Prom  this  obscure  beginning  the  system  that  is  now  the  Reading,  both  a 
cause  and  an  effect  of  the  progress  that  has  taken  place,  has  grown  like  a tree 
with  roots  extending  in  all  directions,  touching  and  embracing  coal  mines,  in- 
dustry, agriculture,  villages  and  cities  from  the  Delaware  to  the  Susquehanna. 

We  are  unable  to  assess  in  any  precise  way  the  value  of  the  contact  that 
has  developed  as  a result  of  time  between  the  Reading  and  its  community ; 
but  we  can  not  ignore  the  intangible  influence  of  the  years  which  has  helped 
to  fix  the  idea  in  the  minds  of  the  citizens  of  Philadelphia  and  the  anthracite 
district  that  the  Reading  is  an  institution  indigenous  to  the  territory  and 
deeply  embedded  in  its  soil. 

This  opinion  is  expressed  by  the  Pennsylvania  State  Chamber  of  Com- 
merce 


Pennsylvania  industrial  development  and  the  growth  of  the  Reading 
Railroad  have  been  contemporaneous.  Industries  and  railroads  are  ac- 
cordingly vitally  connected  and  depend  upon  each  other. 

As  communities  grew  various  points  of  contact  arose  with  the  railroad 
whose  growth  was  coincident  with  the  community  and  their  interests  are 
inseparable.  In  the  course  of  this  growth  sympathetic  feelings  arose. 
Proper  understandings  became  complete  so  that  now  a severance  of  the 
railroad  from  the  communities,  or  a transfer  of  the  railroad  manage- 
ment would  breed  disturbances  and  make  for  difficulties  from  both  stand- 
points. 

It  is  easily  possible  for  the  public  mind  to  be  swayed  by  sentiment  and 
local  pride  to  the  exclusion  of  more  rational  considerations  in  appraising  con- 
solidations. Whatever  weight,  however,  is  assigned  to  the  inheritance  of 
good  will  which  the  Reading  Company  has  received  from  its  long  past  is  ob- 
viously on  the  side  of  that  policy  which  would  allow  it  to  retain  its  identity. 

’An  interesting  account  of  the  beginnings  of  the  Reading  appear  in  The  Anthracite  Roads,  by 
Bogen,  Jules  I. 

-Docket  12964,  Hearing,  January  8,  1924,  Brief  of  W.  L.  Kinter,  p.  5. 
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CHAPTER  XXX 
CONTACT  WITH  SHIPPERS 

We  have  described  the  Reading  as  a small  railroad  and  as  an  old  railroad. 
We  have  also  indicated  that  these  two  factors  of  size  and  age  tend  to  create 
human  relationships  between  the  railroad  and  its  clients  and  employees  which 
are  conducive  to  good  service. 

Such  a generalization,  however,  is  much  too  broad  to  stand  without  fur- 
ther investigation.  We  have,  therefore,  studied  the  views  of  shippers  and 
labor  on  the  Reading  in  order  to  determine  how  they  regard  their  present  con- 
tacts and  how  they  view  the  proposed  merger. 

From  the  mass  of  testimony  that  was  presented  before  the  Commission 
in  the  consolidation  hearings  the  opinion  of  four  shippers,  whose  views  we 
regard  as  typical,  will  be  presented  as  reflecting  the  prevailing  sentiment  re- 
garding their  contact  with  the  officials  of  the  carrier.  These  statements  will 
be  presented  without  comment. 

1.  Air.  Allen  C.  Dodson  of  Weston,  Dodson  and  Company,  appearing 
for  the  Anthracite  Coal  Operators’  Association  d 

\Ye  have  been  able  to  keep  the  Philadelphia  and  Reading  Railroad 
doing  ever}'thing  that  we  think  it  possibly  could  do  to  accommodate  us. 
Our  contact  with  the  officials  ...  is  a very  close  one.  They  have, 
all  of  them,  grown  up  in  the  anthracite  business.  They  know  it  from  A 
to  Z,  which  is  very  helpful.  They  understand  the  conditions  and  prob- 
lems that  we  have  very  quickly.  If  they  are  made  a part  of  the  great 
system  we  think  that  there  would  be  a decentralization  . . . and 

therefore  our  condition  might  be  changed  so  that  instead  of  dealing  di- 
rectly with  the  man  who  had  the  last  word,  i.  e.,  the  president  of  the  road, 
we  might  be  dealing  with  a subordinate  of  his,  and  the  difficulty  of  getting 
our  needs  attended  to  and  our  difficulties  straightened  out  would  be  very 
much  greater  than  at  the  present  time. 

2.  Air.  John  W.  Logan,  Secretary  of  the  Alan  Wffiod  Iron  and  Steel 
Company 

Its  [the  company’s  relations]  with  . . . the  Philadelphia  and 

Reading  Railroad  date  back  to  the  time  of  their  construction.  The  Phil- 
adelphia and  Reading  Railroad  Company  has  fostered  and  helped  to  de- 
velop the  iron  and  steel  industry  in  Eastern  Pennsylvania  for  many  years. 
The  service  rendered  has  been  good.  The  officers  of  the  company  have 
been  diligent  in  giving  attention  to  car  supply,  efficient  movement  of 
loaded  cars,  and  in  furnishing  facilities  for  taking  care  of  increasing 
business.  . . . Under  the  proposed  consolidation  we  would  lose  our 

right  to  have  our  transportation  problems  settled  strictly  on  their  merits. 
. . . We  know  from  many  years’  contact  with  the  officers  of  the  Phila- 

delphia and  Reading  Railroad  that  they  have  a thorough  understanding 
of  the  intricate  problems  of  the  Eastern  Pennsylvania  manufacturing 
districts,  and  their  helpful  cooperation  has  been  an  important  factor  in 
the  development  and  growth  of  the  industries  of  this  section. 

3.  Air.  Robert  C.  Lea,  representing  six  comparatively  small  steel  com- 
panies in  Eastern  Pennsylvania  P 

It  appears  a self  evident  proposition  that  the  relatively  small,  compact 
railroad  system,  such  as  the  Philadelphia  and  Reading  . . . can 


^Docket  12964,  p.  8642  et  seq. 
-Docket  12964,  p.  8730  et  seq. 
^Docket  12964,  p.  8741  et  seq. 


45 


better  serve  local  industries  on  its  line  than  a far  flung  system  traversing 
half  a continent.  . . . May  it  not  be  urged  that  industries  that  have 

grown  up  with  a railroad,  and  in  turn  have  helped  the  railroad  to  grow, 
should  not  through  any  enforced  consolidation  of  that  road  with  others, 
be  deprived  of  any  of  the  advantages  which  they  enjoy,  and  which  they 
have  helped  to  create. 

4.  Mr.  J.  A.  Heim  of  the  Lycoming  Silica  Sand  Company  4 

We  find  that  the  larger  system  is  not  in  touch  with  the  local  conditions. 
. . . We  are  able  with  the  Reading  at  all  times  to  work  out  the  local 

conditions,  and  to  do  it  in  a few  days  time.  . . . Today  [in  dealing 
with  the  larger  systems]  if  I want  to  work  out  local  conditions  it  takes 
me  from  three  to  four  weeks  to  get  any  definite  reply. 

These  opinions  are  in  accord  with  the  views  expressed  by  practically  all 
the  Reading  shippers  in  their  replies  to  our  questionnaire. 

mocket  12964  pp.  8712,  8713. 


CHAPTER  XXXI 
LABOR  CONSULTED 

It  has  been  pointed  out  that  the  service  a railroad  is  capable  of  rendering 
is  in  part  conditioned  by  the  relationships  existing  between  shippers  and  the 
responsible  executives  of  the  carrier.  However,  the  best  understanding  be- 
tween the  clients  of  a road  and  the  railroad  executives  would  be  futile  without 
the  cooperation  of  railroad  employees. 

The  position  of  labor  as  an  important  link  in  the  chain  of  service  has 
been  very  well  expressed  in  a letter  received  by  us  from  an  official  of  the 
American  Federation  of  Railroad  Workers  4 

One  of  the  greatest  . . . assets  in  the  railroad  business  is  a good 

relationship  between  officials  and  employees.  It  creates  goodwill  which 
radiates  to  the  riding  public,  the  shipper  and  the  manufacturers,  for  they 
know  that  service  on  such  a railroad  is  dependable  and  can  be  relied  upon 
to  perform  their  needs  in  a faithful  manner. 

In  view  of  the  importance  of  labor  as  a factor  in  railroad  service,  it  is 
pertinent  to  the  problem  of  consolidation  to  raise  two  questions : First,  what 
is  the  present  relationship  between  the  Reading  management  and  its  em- 
ployees? Second,  how  does  labor  view  the  proposed  merger? 

In  order  to  answer  these  questions  we  have  gone  directly  to  the  recog- 
nized leaders  of  the  men.  They  have  been  approached  with  the  understanding 
that  nothing  but  the  frankest  expressions  of  opinion  would  serve  the  purposes 
of  this  study.  No  group  concerned  has  displayed  more  interest  than  the  em- 
ployees of  the  Reading  in  the  possibility  of  consolidation,  or  expressed  its 
views  more  freely.  The  following  labor  organizations  have  officially  stated 
their  position : 

The  American  Federation  of  Railroad  Workers  (Reading  Railroad 
System  Council)  ; 

Brotherhood  of  Railroad  Trainmen,  Lodges  Nos.  127,  131,  488,  761,  950, 
956  and  978; 

^Letter  from  Seibert  L.  Whitman,  President,  Reading  Railroad  System  Council. 
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Brotherhood  of  Locomotive  Engineers  (General  Committee  of  Adjust- 
ment) Divisions  71,  75,  90,  596,  652,  653,  705,  707  and  883; 

Clerks  Cooperative  Association ; 

Locomotive  Firemen  and  Enginemen,  Lodges  Nos.  60,  730  and  916; 
Locomotive  Firemen  and  Enginemen  (State  Legislative  Board)  ; 
Locomotive  Firemen  and  Enginemen  (General  Grievance  Committee)  ; 
Firemen  and  Hostlers,  No.  562 ; 

Combined  Committee  of  the  Brotherhood  of  Locomotive  Engineers, 
Locomotive  Firemen  and  Engineers,  the  Order  of  Railway  Conductors,  and 
the  Brotherhood  of  Railroad  Trainmen  for  the  Reading  Company  System; 
Order  of  Railway  Conductors,  No.  23. 

CHAPTER  XXXH 

ATTITUDE  OF  LABOR  TOWARDS  THE  READING 

In  presenting  the  attitude  of  labor  towards  the  Reading  we  shall  select 
what  we  think  are  fair  samples  of  labor  opinions  stated  in  the  language  of  the 
men  themselves.  In  order  to  present  an  accurate  view  of  labor  sentiment  we 
shall  include  in  our  survey  four  statements  made  by  separate  groups.  Even 
with  this  selection,  duplication  of  ideas  is  unavoidable. 

1.  Brotherhood  of  Locomotive  Engineers: 

The  men  are  unalterably  opposed  to  any  consolidation  with  the  Balti- 
more and  Ohio,  or  any  company  that  would  break  the  friendly  relations 
that  have  existed  for  a great  number  of  years  with  our  present  manage- 
ment. 

2.  Clerks  Cooperative  Association : 

The  Reading  is  like  one  large  family,  and  its  management,  knowing 
our  conditions,  is  in  a better  position  to  judge  the  merits  of  our  claims 
and  grievances.  Our  dealings  have  always  been  amicable  and  satis- 
factory, and  the  fact  that  our  agreement  has  been  in  effect  since  July  1st, 
1921,  without  the  slightest  semblance  of  any  labor  trouble  or  disorders 
during  the  various  labor  disturbances  over  the  country,  tends  to  bear  out 
this  statement  and  speaks  for  itself.  ...  A railroad  with  satisfied 
employees,  means  satisfactory  and  efficient  service  to  the  public  it  serves. 

3.  Locomotive  Firemen  and  Enginemen  : 

The  railroad  men  on  the  Reading  are  practically  as  one  family  with 
their  officials,  and  we  fear  that  to  destroy  such  a condition  which  has 
taken  years  to  build  up,  would  not  be  for  the  best  interest. 

4.  Official  joint  statement  of  the  Brotherhoods  of  Locomotive  En- 
gineers, Locomotive  Firemen  and  Engineers,  Railroad  Conductors,  and  Rail- 
road Trainmen  for  the  Reading  System: 

The  close  feeling  between  our  management  and  the  men  whom  we 
represent,  has  caused  the  Reading  to  be  known  as  one  big  family.  As  an 
example  of  this  we  would  like  to  quote  during  the  summer  just  past, 
we  were  able  to  take  care  of  approximately  three  hundred  of  our  men 
by  temporarily  transferring  them  from  one  point  on  our  svstem  to 
another.  Ordinarily  on  any  other  railroad  this  would  mean  that  men 
with  ten  to  fifteen  years  rights  would  be  dropped  from  the  service  and 
would  be  among  the  “great  army  of  unemployed.’’  This  was  brought 
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about  by  cooperation  of  our  management  with  the  undersigned  as  repre- 
sentatives of  the  men.  . . .In  times  of  depression  we  and  our  man- 

agement both  go  to  extremes  to  work  out  plans  that  will  save  the  men 
where  possible  and  at  least  give  them  a certain  amount  of  work  to  tide 
them  over  the  depression. 

+ * 

We  have  presented  without  comment  the  attitude  of  labor  towards  the 
Reading.  The  next  question  is:  how  does  labor  view  the  proposed  merger? 


CHAPTER  XXXIII 
LABOR  VIEWS  THE  MERGER 

As  will  appear  presently,  labor  views  the  proposed  merger  with  appre- 
hension. The  general  problem,  as  labor  sees  it,  has  been  stated  by  the  editor 
of  The  Railroad  Trainman  as  follows:^ 

Loss  of  employment,  removal  of  homes  and  other  probable  conse- 
cjuences  of  consolidation  facilities  . . . may  result  in  serious  and 

perhaps  needless  injury  to  railroad  employees.  Any  plan  of  consolida- 
tion which  does  not  fully  take  into  consideration  these  probable  resulting 
injuries  will  undoubtedly  meet  with  the  opposition  of  railroad  employees. 

^ ijC 

We  shall  allow  the  employees  of  the  Reading  to  state  their  own  case, 
selecting  typical  expressions  of  opinion  as  in  the  preceding  chapter. 

1.  Brotherhood  of  Locomotive  Engineers: 

Erom  the  standpoint  of  our  organization  we  can  see  that  this  con- 
solidation would  work  irreparable  injury  to  our  men  for  the  following 
reasons : The  great  majority  of  the  Locomotive  Engineers  came  into  the 
employ  of  the  Reading  from  the  immediate  vicinity  of  the  line  of  road 
where  they  were  employed  as  firemen.  After  an  apprenticeship  of  sev- 
eral years  they  were  promoted  to  the  position  of  locomotive  engineers, 
and  have  in  this  period  of  years  built  up  a seniority  for  themselves  in 
the  service  which  is  represented  by  . . . preferred  runs,  and  home 

conditions  that  are  second  to  none  in  this  country.  Our  men  have  bought 
and  built  homes  for  themselves,  and  raised  families  . . . also  formed 

social  and  other  ties  which  we  fear  would  be  broken  up  by  this  proposed 
consolidation.  Our  great  terminals  at  Philadelphia  and  other  points  in 
the  State  of  Pennsylvania  might  be  broken  up  for  operating  purposes 
and  Philadelphia  might  be  made  a side-track,  which  would  force  our  men 
to  move  to  other  localities  in  order  to  make  a living  at  their  chosen 
profession. 

2.  Clerks  Cooperative  Association  (General  Chairman)  : 

I am  not  familiar  with  the  management  of  the  Baltimore  and  Ohio 
. but  I feel  certain  their  rules  which  were  made  to  cover  con- 
ditions on  that  particular  property,  and  because  of  the  extent  of  that 
property  and  the  magnitude  of  the  various  problems  presented,  must 
necessarily  be  of  greater  scope  and  much  more  detailed  than  is  the  case 
on  the  Reading  proper,  where  the  management  has  its  finger  tips  on 
every  part  of  the  property  and  is  acquainted  with  practically  all  of  its 

^Doak,  W.  N.,  Proceedings  of  the  Academy  of  Political  Science,  June,  1929,  p.  83. 
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employees.  Under  the  rules,  promotion  and  the  filling  of  all  positions 
by  the  clerical  forces  is  based  on  fitness,  ability  and  seniority,  the  fitness 
of  the  applicant  to  be  determined  by  the  employing  officer.  Consolidation 
with  the  Baltimore  and  Ohio  would,  I presume,  mean  the  intermingling 
of  seniority  of  employees  of  both  roads,  and  the  Baltimore  and  Ohio  as 
the  controlling  road,  would,  under  a natural  law,  give  preference  to  their 
own  employees. 

3.  Locomotive  Firemen  and  Enginemen  : 

The  railroad  men  in  this  section  have  worked  for  many  years  to  gain 
the  seniority  and  experience  they  are  having  today  and  fully  realize  by 
the  experience  of  the  men  that  if  consolidation  took  place,  all  of  this 
would  be  of  little  value.  The  men  on  the  Reading  in  this  section  of  the 
country  are  practically  all  old  employees.  . . . They  have  estab- 

lished their  permanent  homes  in  the  different  towns,  and  in  many  cases 
raised  large  families.  If  this  consolidation  should  take  place  it  would 
mean  changing  of  runs,  eliminating  terminals,  merging  seniority  lists, 
and  naturally  at  the  end  the  unhappiest  part,  many  families  will  be  parted, 
happy  homes  will  have  to  move  from  their  friends,  and  finally  others  will 
find  themselves  without  home  or  w'ork. 

4.  Official  joint  statement  of  the  Brotherhoods  of  Locomotive  En- 
gineers, Locomotive  Firemen  and  Engineers,  Railroad  Conductors,  and  Rail- 
road Trainmen  for  the  Reading  System: 

The  men  whom  we  represent  are  bitterly  opposed  in  every  way  to 
this  proposed  consolidation,  as  we  feel  it  would  jeopardize  our  rights  and 
in  many  cases  would  mean  the  sacrificing  of  our  jobs.  We  have  approx- 
imately two  thousand  engineers,  two  thousand  firemen,  two  thousand 
conductors,  and  approximately  thirty-five  hundred  trainmen,  most  of 
whom  have  spent  their  entire  working  life  on  the  railroad,  and  the  ma- 
jority of  whom  have  many  years  of  service  with  our  company.  These 
men  are  working  under  certain  rules  and  conditions  that  were  created 
by  these  men  in  conjunction  with  our  management.  In  the  creation  and 
maintenance  of  these  rules  these  four  organizations  have  spent  approxi- 
mately one  million  dollars  since  1906,  when  we  first  started  negotiations 
with  our  management. 

:1c  ^ 

The  views  of  labor  that  have  been  presented  are  by  no  means  local  to 
the  Reading.  The  Railroad  Labor  Executives  Association,  the  national 
spokesman  for  1,500,000  railroad  workers,  has  issued  a statement  that  in- 
dicates strong  opposition  to  the  general  consolidation  program. 

A condensed  statement  of  the  opinion  of  this  national  body  is  as  follows 

1.  The  prime  motive  for  consolidation  is  financial:  “Consolidation 

. . . is  being  sought  largely  to  aid  financiers  ...” 

2.  Efficiency  of  operation  will  be  distinctly  impaired  as  the  size  of 
properties  increases  beyond  that  which  can  be  subjected  to  constant  personal 
supervision. 

3.  Consolidation  will  dissipate  the  economic  basis  of  many  communities 
by  the  removal  of  workers  from  one  place  to  another. 

-New  York  Times,  March  30,  1930. 
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It  is  apparent  that  railroad  labor  as  a whole  believes  that  it  sees  looming 
on  its  horizon,  if  the  merger  is  accomplished,  the  possibility  of  unemployment, 
loss  of  seniority,  and  a general  dislocation  of  its  social  life. 

In  Great  Britain,  at  the  time  when  one  hundred  and  twenty  railroads 
were  consolidated  into  four,  labor  insisted  that  the  following  principle  be  in- 
cluded in  the  Railways  Act : that  every  permanent  employee  be  assured  work 
of  a nature  and  grade  similar  to  that  to  which  he  had  been  accustomed,  or  that 
he  be  compensated  for  the  loss  of  his  position.® 

Although  American  legislation  in  no  way  safeguards  railroad  labor  in 
the  event  of  consolidation,  the  Senate  resolution  of  May  23,  1930,  shows  that 
one  branch  of  Congress  feels  that  the  situation  calls  for  protection  of  rail- 
way employees  similar  to  that  enacted  by  the  British  Parliament  9 

The  commission  is  specifically  authorized  and  directed  to  prescribe  in 
its  order  approving  and  authorizing  any  consolidation  or  acquisition  of 
control  such  terms  and  conditions  as  may  be  found  necessary  to  prevent 
the  dismissal,  lay-off  or  demotion  of  employees,  and  uncompensated  losses 
of  rights,  privileges,  and  conditions  of  employment,  resulting  from  the 
anticipation  or  consummation  of  such  consolidation  or  acquisition  of 
control ; and  to  compensate  employees  for  all  losses  and  expenses  sus- 
tained by  them  (including  losses  and  expenses  sustained  through  change 
of  residence,  or  disposition  of  home)  as  a result  of  the  anticipation 
or  consummation  of  such  consolidation  or  acquisition  of  control,  to  the 
extent  that  the  commission  determines  that  such  losses  result  from  the 
consolidation  or  acquisition  of  control  and  not  from  other  economic 
factors. 

^Railways  Act,  1921  (11  and  12,  Geo.  5,  Ch.  55)  Third  Schedule, 

^S.  J.  Res.  161,  Hearings  April  16,  1930. 


CHAPTER  XXXIV 

ANOTHER  ANGLE  ON  THE  PROBLEMS  OE  LABOR 

Realizing  that  the  position  of  labor  on  the  Reading  is  solidly  opposed  to 
consolidation,  we  have  inquired  further  into  the  subject  to  determine  the 
justification  of  its  hostility.  We  have  talked  over  the  situation  with  the 
utmost  freedom  with  the  officials  of  the  Baltimore  and  Ohio.  The  latter 
assert  that  the  fears  of  labor  are  unfounded  and  that,  on  the  contrary,  “it  is 
a safe  prediction  that  Reading  employees  will  profit  ...  by  a more  ex- 
tended coordinated  operation.” 

The  position  of  the  Baltimore  and  Ohio  regarding  the  problems  of  labor 
is  as  follows : 

1.  Employees  of  shops:  Seniority  rights  are  covered  by  schedules  or 
agreements  between  the  companies  and  the  employees.  So  far  as  the  shops 
are  concerned  seniority  is  exercised  within  the  shop  where  the  person  is  em- 
ployed. There  would  seem  to  be  no  occasion  for  a change  in  practice  with 
respect  to  Reading  shops.  They  are  located  to  do  repair  work  developed 
locally  on  the  Reading  Railroad  and  such  repairs  would  be  affected  only  by 
the  volume  of  traffic.  It  is  the  expectation  that  as  an  outcome  of  the  proposed 
coordination  the  traffic  movement  via  the  Reading  will  be  increased,  and  if 
these  expectations  are  realized  it  should  result  in  more,  and  not  less  work 
done  at  the  shops  on  the  system. 

2.  Maintenance  of  way  employees : Seniority  here  is  exercised  gen- 
erally by  divisions.  It  has  not  been  suggested  that  any  of  the  tracks  of  the 
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Reading  would  be  removed,  nor  that  the  standard  of  maintenance  would  he 
reduced ; consequently  there  would  be  no  change  either  in  the  seniority  rights 
or  amount  of  labor  so  employed  unless  by  reason  of  additional  anticipated 
traffic  more  hours  of  labor  were  required. 

3.  Trainmen:  Seniority  is  generally  exercised  by  the  operating  di- 
visions or  through  runs  maintained.  The  latter  are  known  as  lap-runs,  or 
interdivisional  runs,  that  is,  the  run  laps  over  into  two  or  more  divisions. 
Interdivisional  train  runs  are  manned  by  men  from  each  seniority  district  and 
are  contributed  in  relation  to  the  mileage  their  respective  districts  bear  to  the 
total  mileage  of  the  run.  Such  instances  are  covered  by  specific  provisions 
in  the  wage  agreements.  An  example  of  such  runs  is  the  coordinated  oper- 
ation of  through  passenger  trains  between  Washington  and  Jersey  City,  in 
which  employees  of  the  Reading,  Central  Railroad  of  New  Jersey,  and  Balti- 
more and  Ohio  participate.  This  situation  in  turn  is  adjusted  as  between  the 
Reading  and  the  Central  Railroad  of  New  Jersey  in  the  Philadelphia-Jersey 
City  runs.  While  it  is  not  likely  this  character  of  through  operations  will  be 
materially  increased,  to  the  extent  this  is  done,  the  employees  will  be  protected 
in  their  seniority  exactly  as  they  have  been  in  the  past. 

^ 

One  is  impressed  with  the  sense  of  human  values  possessed  by  Mr. 
Daniel  Willard  and  his  associates  in  the  Baltimore  and  Ohio.  If  decisions  of 
general  policy  were  made  on  a personal  basis,  and  if  the  present  official  per- 
sonnel of  the  Baltimore  and  Ohio  could  determine  future  policy,  we  are  con- 
vinced that  in  the  event  of  consolidation  labor  would  be  treated  with  the 
utmost  consideration. 

In  testimony  before  the  Senate  Committee  on  Interstate  Commerce,^  Mr. 
Willard  stated  that  he  favored  legislation  that  would  protect  labor.  He 
pointed  out  that  the  Baltimore  and  Ohio  has  sixty-eight  thousand  employees. 
Of  this  number  approximately  750  die  annually,  and  an  equal  number  resign. 
This  means  that  every  five  years  7,500  men  leave  the  Baltimore  and  Ohio. 
It  is  Mr.  Willard’s  idea  that  consolidation  would  not  require  any  reduction  in 
the  number  of  employees  exceeding  this  annual  mortality.  Mr.  Willard’s 
further  comment  is  as  follows : 

. If  consolidation  came  about  and  we  found  that  it  was  possible  . . . 

to  remove  a large  number  of  men  I do  not  feel  that  we  have  any  right 
to  do  that  . . . after  they  have  devoted  their  lives  to  the  service. 

We  would  not  have  any  moral  right  to  throw  them  out  of  their  jobs  un- 
less we  could  give  them  something  else.  . . . This  is  what  we  would 

do  if  the  people  were  not  too  insistent  upon  our  making  economies  more 
rapidly.  We  would  build  a fence,  we  will  say,  around  the  property,  so 
to  speak,  and  when  men  died  or  left  of  their  own  accord,  we  would  not 
hire  from  the  outside.  We  would  readjust  the  men  inside,  and  certainly 
in  five  or  eight  years  the  whole  thing  would  readjust  itself.  We  could 
get  on  the  lower  employee  basis  with  no  harm  having  been  done  to 
anybody. 

In  a more  formal  statement,  Mr.  Willard’s  attitude  towards  the  labor 
problem  involved  in  the  consolidation  program  is  expressed  as  follows 

It  is  my  thought  that  in  the  consummation  of  any  plan  of  consolidation 
or  unification  involving  the  Baltimore  and  Ohio  . . . the  Baltimore 

'S.  J.  Res.  161,  Hearings  April  16,  1930. 

^Proceedings  of  the  Academy  of  Political  Science,  June,  1929,  p.  122. 
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and  Ohio  should  undertake  to  safeguard  the  interests  of  all  its  employees. 
More  specifically  this  means  that  every  man  employed  by  the  Baltimore 
and  Ohio  should,  so  far  as  it  is  possible  and  justifiable,  be  retained  in  the 
service  of  the  company  in  the  same  work  and  at  the  same  compensation, 
and  that  this  same  treatment  should  be  extended  to  the  employees  of 
other  companies  which  may  be  unified  with  the  Baltimore  and  Ohio.  In 
the  event  that  because  of  such  unification  it  should  become  necessary  or 
economically  desirable  to  combine  any  of  the  functions  of  the  properties 
constituting  the  unified  system,  or  through  the  modification  of  existing 
operations  or  practices,  to  suspend  or  terminate  certain  classes  of  em- 
ployment at  certain  points,  the  Baltimore  and  Ohio  should  undertake  to 
the  best  of  its  ability  to  provide  similar  or  equivalent  employment  for 
such  employees  at  other  points  and  to  assist  in  their  relocation.  I may 
add  that  in  the  working  out  of  this  same  problem  by  the  railroads  in 
England,  the  obligation  of  the  carriers  to  their  employees  has  been  recog- 
nized and  defined  by  Act  of  Parliament,  and  the  matter  has  been  dealt 
with  along  lines  such  as  I have  just  indicated.  To  do  less  than  this  would 
be  unjust  to  a large  group  of  deserving  men  and  women  who  are  now 
looked  upon  as  semi-public  servants. 

We  have  here  a situation  in  which  Mr.  Willard  holds  that  labor  has  noth- 
ing to  lose  by  consolidation,  while  labor  sees  in  mergers  a threat  to  its  security. 
Which  side  is  right? 


CHAPTER  XXXV 
LEADING  QUESTIONS 

In  the  past  few  chapters  we  have  been  considering  the  problems  raised 
by  the  possibility  of  the  absorption  of  the  Reading  in  the  Baltimore  and  Ohio 
from  the  angle  of  personal  relationships. 

From  the  standpoint  of  the  shippers  on  the  Reading  the  contact  now  en- 
joyed with  the  responsible  officials  of  the  road  is  satisfactory.  Merging  the 
Reading  with  a large  trunk  line  system  threatens  this  relationship.  It  is 
largely  on  this  account  that  the  opposition  of  shippers  in  this  territory  against 
the  merger  is  definite  and  pronounced.  This  opposition  is  not  directed 
against  the  Baltimore  and  Ohio  as  such,  but  against  any  trunk  line  affiliation 
that  would  result  in  submerging  the  identity  of  a road  that  has  in  the  past 
functioned  to  the  satisfaction  of  its  clientele. 

The  investigations  we  have  made  in  the  territory  served  by  the  Reading 
confirm  the  general  observation  of  Professor  W.  J.  Cunningham  of  Harvard, 
made  respecting  the  country  as  a whole  d “The  representatives  of  cities  and 
organizations  of  shippers  are  hike  warm,  if  not  actually  opposed,  to  the  prin- 
ciple of  consolidation.” 

Lal)or  on  the  Reading  is  likewise  opposed  to  the  merger.  Its  hostility 
is  greater  than  that  of  the  shippers  because  the  issue  of  consolidation  touches 
much  more  directly  the  personal  well-being  of  the  railroad  employees.  Some 
of  the  fears  of  the  workers  are  perhaps  unfounded,  but  if  we  were  in  the 
position  of  the  men  who  work  on  the  Reading  we  would  probably  take  a stand 
similar  to  theirs. 

One  of  the  workers  on  the  Reading  puts  his  case  as  follows : 

^Recent  Economic  Changes,  Vol.  I,  p.  3C1. 
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I have  worked  in  the  Reading  shops  for  thirty-two  years.  I have  been 
well  treated.  I knew  IMr.  Baer  and  I know  Mr.  Dice.  I worked  a long 
time  to  get  my  position  of  seniority.  My  family  was  educated  in  this 
town  and  I am  a member  of  the  School  Board.  Now,  can  you  expect  me 
to  favor  the  merger?  I know  Mr.  Willard  is  a good  man  and  sincere. 
But  he  has  to  be  a business  man  and  make  money  for  his  company.  His 
big  repair  shops  are  at  Alt.  Clare  near  Baltimore.  If  he  moves  the  shops 
there,  where  will  I come  in? 

The  most  that  one  could  say  to  this  veteran  of  thirty-two  years’  service 
is  that  the  chances  are  he  would  not  be  disturbed  by  the  merger.  But  stating 
this  is  not  enough  to  allay  his  fears. 

Railroad  labor,  like  labor  in  all  industry,  has  felt  the  results  of  machine 
efficiency.  The  trend  is  towards  fewer  employees.  In  the  three  years  1920, 
1925  and  1928,  the  average  number  of  railroad  employees  was  :- 

Average  Number 


Year  oj  Employees 

1920  2,022,832 

1925  1,744,311 

1928  1,656,411 


Confronted  with  this  trend,  railroad  labor  sees  in  the  merger  proposals 
the  possibilitv  of  a further  decrease  in  employment.  Whether  the  hostility 
of  labor  constitutes  a sound  economic  argument  will  be  referred  to  in 
Chapter  LVII. 

5l{  ^ >{c 

The  personal  relations  of  shippers  and  labor  with  the  management  of  the 
Reading  have  been  of  such  a nature  that  the  proposal  of  a change  meets  with 
much  opposition.  Would  these  contacts  actually  be  much  altered  by  the 
merger  of  the  Reading  in  the  Baltimore  and  Ohio? 

In  the  proposed  merger  the  Reading  would,  in  all  likelihood,  become  an 
operating  unit  with  its  present  organization  and  personnel  remaining  intact. 
President  Willard  of  the  Baltimore  and  Ohio  has  indicated  that  any  other 
policy  would  be  “short-sighted’’  and  “suicidal’’  P 

I have  been  a member  of  the  Reading  Board  of  Directors  for  nearly 
twenty  years  and  during  all  of  that  time  I have  been  more  or  less  familiar 
with  the  property  and  with  its  official  organization.  I consider  the  loyal 
and  efficient  staff  of  the  Reading  Company,  from  my  friend,  Mr.  Dice,  at 
the  top,  down,  one  of  the  chief  assets  of  the  property,  and  the  Baltimore 
and  Ohio  would  certainly  want  and  it  would  hope  to  have,  the  hearty  and 
loyal  cooperation  of  that  organization.  I should  hope  that  the  Baltimore 
and  Ohio  and  the  Reading,  working  together  in  mutual  and  sympathetic 
understanding  and  full  cooperation,  would  be  able  to  furnish  to  the  people 
of  this  city  an  even  higher  standard  of  service  in  the  future  than  has  been 
furnished  in  the  past.  Any  other  course  would  be  short-sighted;  in  fact, 
suicidal  to  the  Baltimore  and  Ohio  Company,  and  I may  add  that  no  other 
course  has  ever  been  considered. 

In  discussing  with  shippers  and  labor  all  phases  of  these  personal  re- 
lationships involved  in  the  merger  problem,  we  find  three  leading  questions 
persisting  in  their  minds  : 

^Report  of  the  Interstate  Commerce  Commission,  1929,  p.  122. 

^Address  of  Mr.  Daniel  Willard,  President  of  the  Baltimore  and  Ohio  Railroad  Company, 
Manufacturers  Club  of  Philadelphia,  December  7.  1929. 
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SECTION  I 


Service  to  Shippers  and  to  the  Public: 
c.  Equipment. 


CHAPTER  XXXVI 
EOUIPAIENT 

In  addition  to  competition  and  the  relationship  a carrier  is  able  to  main- 
tain with  its  employees  and  shippers,  there  is  a third  angle  from  which  to 
measure  a railroad’s  service  to  the  public,  namely,  its  equipment  and  the 
efficiency  with  which  it  is  utilized.  This  brings  us  to  the  study  of  the  physical 
plant  and  the  management  of  the  Reading  Company. 

If  a railroad’s  facilities  are  inadequate  or  badly  managed  it  is  obvious 
that  the  public  has  much  to  gain  by  a merger,  or  by  any  other  reorganization 
that  will  bring  its  facilities  and  service  up  to  par.  On  the  other  hand,  if  the 
roadbed,  the  locomotives,  the  rolling  stock,  the  terminals,  the  yard  capacity, 
and  the  other  items  that  make  up  the  physical  properties  of  a railroad  are 
satisfactor}',  and  their  management  displays  efficiency,  the  argument  for  con- 
solidation from  this  point  of  view  loses  force.  In  examining  the  physical 
facilities  of  the  Reading,  as  well  as  the  quality  of  its  management,  w'e  shall 
raise  three  questions : 

1.  What  is  the  equipment  of  the  Reading? 

2.  How  much  work  does  it  do? 

3.  How  well  does  it  do  this  work? 

5):  Hs  + 

It  would  be  a dreary  and  useless  business  to  itemize  the  inventory  of 
the  Reading  Company,  the  investment  in  road  and  equipment  of  which  is 
three  hundred  million  dollars,^  out  of  a total  investment  of  four  hundred  and 
thirty-four  million  dollars.  Those  who  are  interested  in  the  details  may  find 
a complete  description  of  Reading  equipment  in  any  current  number  of  the 
Official  Railway  Equipment  Register. 

Although  no  attempt  will  be  made  to  catalog  in  detail  the  property  of 
the  Reading,  some  of  the  outstanding  physical  features  of  this  system  that 
have  come  under  our  observation  will  be  mentioned. 

1.  Road  bed:  The  Reading  System  is  operated  on  a road  bed  that  has 
all  the  ear  marks  of  sound  construction  and  maintenance.  Its  track  facilities 
appear  to  compare  favorably  with  those  of  the  best  railroads  in  the  country. 
The  following  table  indicates  the  track  position  of  the  Reading  compared  with 
the  railroads  in  the  Eastern  District,  and  with  the  United  States  as  a whole:- 

EAs  of  December  31,  1929. 

=A11  statistics  in  these  chapters  regarding  railroad  operation  have  been  compiled  from  the  Inter- 
state Commerce  Commission’s  Statistics  of  Railways  in  the  United  States,  and  are  as  of  the  year  1928. 
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Miles  of  Track  per  Mile  of  Road 


Reading 

Eastern 

United 

Type  of  Track 

System* 

District 

States 

Second  Main  Track  

404 

.313 

.152 

Other  Main  Track 

105 

.080 

.024 

Yard  Tracks  and  Sidings  

926 

.777 

.500 

All  Tracks  

2.435 

2.170 

1.676 

♦Exclusive  of  trackage  rights 


Using  as  an  index  of  track  equipment  the  weight  of  rails,  the  Reading 
compares  with  other  selected  railroads  as  follows : 


W eight  of  Rail 

Miles  of 

Percent 

Railroad 

Per  Yard  {lbs.) 

Main  Track 

of  T otal 

130 

996 

42 

Reading  System  

100 

744 

31 

90 

450 

19 

130 

877 

13 

Baltimore  and  Ohio  

100 

3,572 

51 

90 

797 

11 

130 

5 

1 

Delaware  and  Hudson  

100 

0 

0 

90 

815 

74 

130 

269 

16 

118 

73 

4 

Delaware,  Lackawanna  and  Western. . 

105 

627 

37 

101 

173 

10 

91 

174 

10 

110 

533 

18 

Erie  

100 

1,737 

60 

90 

518 

18 

136 

914 

45 

Lehigh  Valley  

no 

78 

4 

100 

499 

24 

98 

349 

17 

Automatic  block  signals  are  in  use  on  1,339  miles  of  track,  and  automatic 
train  control  is  employed  on  205  miles. 

2.  Yards : There  are  sixteen  freight  classification  yards  on  the  Read- 
ing. The  total  capacity  of  these  yards  is  34,420  cars.  These  yards  vary  in 
size  from  a capacity  of  704  cars  at  East  Penn  Junction,  to  5,752  cars  at  Port 
Richmond.  In  addition  to  these  main  line  and  yard  tracks  there  are  2,397 
industrial  sidings  on  the  Reading. 

3.  Facilities  at  the  Port  of  Philadelphia:  Port  Richmond  Terminal, 
located  on  the  Delaware  River,  appears  to  be  one  of  the  best  equipped  harbor 
facilities  on  the  eastern  seaboard.  It  is  huge  in  extent,  being  more  than  a 
mile  in  length,  and  covering  224  acres.  Together  with  other  harbor  equipment 
owned  by  the  System,  the  present  day  value  of  the  Reading  docks  is  approx- 
imately forty-four  million  dollars. 

At  Port  Richmond  there  are  three  covered  merchandise  piers  that  can 
handle  daily  nine  thousand  tons  of  miscellaneous  commodities;  three  coal 
piers  with  a car  dumper  and  electrically  operated  chutes  capable  of  handling 
500  cars  per  day,  or  7,500,000  tons  of  coal  per  year ; two  ore  docks  which  can 
handle  2,000,000  tons  annually  by  means  of  such  modern  mechanical  devices 
as  crane  bridges,  clam  shell  buckets,  and  equipment  for  unloading  iron  ore 
from  vessels ; car  float  slips,  four  in  number,  which  are  able  to  dock  on  an 
average  sixty-five  floats  each  day ; piers  equipped  to  handle  one  million  tons 
of  heavy  freight  annually,  equipped  with  electrically  operating  traveling 
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gantry  cranes,  steel  masts,  hoists,  traveling  bridge  and  locomotive  cranes; 
a grain  elevator  with  storage  capacity  of  2,500,000  bushels,  so  located  that  four 
vessels  of  deepest  draught  entering  the  harbor  can  be  loaded  simultaneously. 

In  addition  to  the  facilities  at  Port  Richmond  the  Reading  owns  twelve 
piers  located  on  the  Delaware  River,  and  five  warehouses. 

The  capacity  of  the  freight  handling  facilities  at  Port  Richmond  Term- 
inal is  in  excess  of  utilization  at  the  present  time,  as  is  indicated  by  the  com- 
parison between  the  maximum  annual  capacity  and  average  utilization  of 
selected  facilities : 


Facility 

Ore  Dock,  Pier  14  

Piers  8,  11,  and  18  (Car  Dumper)  ... 

Coal  fleet  

Export  and  freight  piers  

Float  transfer  

Philadelphia  Harbor  freight  lighterage 
Philadelphia  Harbor  grain  lighterage  . 


Percent  of  Aver- 
age Utilisation 
. .'...16  2/3 

44.4 

76.9 

34.4 

69. 

33  1/3 

24.5 


4.  Freight  facilities  in  Philadelphia:  The  freight  facilities  of  the  Read- 
ing in  Philadelphia  and  vicinity,  aside  from  the  port  developments  that  have 
been  mentioned,  include  fifty-two  freight  stations,  seventy-one  team  tracks, 
and  eighteen  cranes. 

5.  Cars:  The  Reading  System  owns  42,800  freight  cars  with  a total 
capacity  of  2,224,000  tons.  The  average  capacity  per  car  is  52  tons.  In 
view  of  the  fact  that  62  per  cent  of  the  freight  carried  by  the  Reading  is  the 
product  of  mines,  and  28  per  cent  manufactured  products,  it  is  natural  to 
find  that  50  per  cent  of  the  Reading  cars  are  coal  cars,  and  25  per  cent 
gondolas. 

The  following  is  the  position  of  the  freight  car  equipment  of  the  Reading 
per  mile  of  road,  compared  with  certain  other  railroad  properties : 


Freight  Car  Equipment 


Railroad  Per  Mile  of  Road 

Class  I roads  in  United  States  9.6 

Reading  • 26.5 

Baltimore  and  Ohio  18.3 

Delaware  and  Hudson  • 17.8 

Delaware,  Lackawanna  and  Western 26.7 

Erie  20.0 

Lehigh  Valley  • 21.1 


The  percentage  of  unused  car  capacity  is  thirty-five. 

6.  Locomotives : The  number  of  freight  locomotives  on  the  Reading 
on  December  31,  1929,  was  679,  a figure  97  less  than  in  1924.  That  the 
Reading  is  taking  advantage  of  the  latest  development  in  locomotive  con- 
struction and  making  fewer  locomotives  do  more  work,  is  shown  by  the  in- 
crease of  the  unit  tractive  power  from  46,815  pounds  to  51,400. 

The  relative  standing  of  the  Reading  in  locomotive  equipment  is  as 
follows : 

Locomotives  Per 


Railroad  Mile  of  Road 

Class  I roads  in  United  States  2 

Reading  System  6 

Baltimore  and  Ohio  4 

Delaware  and  Hudson  5 

Delaware,  Lackawanna  and  Western  7 

Erie  4 

Lehigh  Valley  6 
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7.  Motor  coaches : The  Reading  owns  and  operates  a fleet  of  52  motor 
coaches.  Compared  with  trunk  line  railroads,  the  Reading  is  composed  of  a 
net  work  of  branch  lines.  Local  passenger  trains  rather  than  through  service 
have  therefore  been  in  preponderance.  Since  the  average  passenger  haul  on 
the  Reading  is  approximately  sixteen  miles,  this  system  is  particularly  sus- 
ceptible to  the  competition  of  public  highways.  In  many  instances  local  train 
service,  particularly  on  branch  lines,  has  been  so  poorly  patronized  that  it 
has  been  necessary  to  reduce  it.  When  such  a contingency  arises  highway 
motor  coach  service  has  usually  been  substituted.  It  is  interesting  to  notice 
that  the  annual  savings  resulting  from  a substitution  of  motor  coaches  for 
lightly  patronized  trains  amounts  to  $400,000  annually. 

8.  Future  developments : Two  items  of  the  Reading  property  account 
which  are  more  significant  for  the  future  than  for  the  present  deserve  to  be 
mentioned.  The  first  is  the  large  amount  of  land  owned  by  the  System,  5,577 
acres,  that  is  being  held  for  railroad  use,  or  for  the  development  of  industries 
along  its  line.  The  second  item,  especially  interesting  to  passengers,  is  the 
investment  that  is  now  being  made  in  electrification,  and  calls  for  especial 
comment. 

The  Reading  Railroad  is  proceeding  with  the  electrification  of  the  Phila- 
delphia suburban  service,  comprising  approximately  110  single  track  miles. 
This  program  involves  an  expenditure  of  nearly  $20,000,000.  The  new  equip- 
ment that  will  be  purchased  includes  one  hundred  new  steel  electric  cars  of 
the  multiple  unit  type.  These  cars  will  be  designed  for  high  accelerating  and 
braking  rates.  This  electrification  will  provide  faster  train  service  on  all 
branches,  and  will  probably  result  in  a saving  of  ten  to  thirty  per  cent  of 
the  present  running  time. 

The  material  contained  in  this  chapter  conveys  an  impressionistic  picture 
of  a modern  first  class  railroad.  The  absence  of  any  true  standard  of  com- 
parison makes  additional  details  futile.  Railroad  equipment  must  vary  with 
grades,  density  of  traffic,  length  of  haul,  character  of  products  carried,  and 
the  economic  territory  served.  The  important  question  is  therefore  not  so 
much,  What  is  Reading  equipment?  but  rather.  How  much  work  does  it  do? 
and  How  well  does  it  do  its  work? 


CHAPTER  XXXVH 
VOLUME  OF  WORK 

The  description  that  has  been  given  of  the  physical  facilities  of  the 
Reading  Company  is  by  no  means  exhaustive ; neither  is  it,  standing  by  itself, 
necessarily  convincing  that  the  Reading  offers  its  shippers  adequate  service. 
The  existence  of  modern  equipment  and  facilities  merely  tells  us  what  a rail- 
road can  do.  Our  next  question  is  more  penetrating  because  it  tests  actual 
performance:  How  much  work  is  performed  by  the  Reading? 

The  total  amount  of  work  performed  by  the  Reading  in  1928,  measured 
in  grand  totals  of  volume,  was  as  follows  : 


Unit  af  Service  Number  af  Units 

Tons  of  freight  hauled  63,610,014 

Tons  per  mile  5,618,753 

Number  of  passengers  carried  19,164,569 

Passengers  per  mile  282,573 
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Reducing  these  figures  to  units  of  movement  which  can  more  readily  be 
understood  and  compared,  we  find  the  following  results  ■} 


Traffic  Density  in  1928 


Unit  of  Service  Reading 

System 

Net  ton-miles  per  mile  of  road  per  day. . .12,269 
Passenger-miles  per  mile  of  road  per  day.  934 

Train-miles  per  mile  of  road  per  day 26.0 

Freight  train-miles  per  mile  of 

road  per  day  13.4 

Passenger  train-miles  per  mile  of 

road  per  day  14.5 


Central 

Eastern 

Eastern 

United 

Baltimore 

Region 

District 

States 

and  Ohio 

Class  1 

Class  I 

Class  I 

10,658 

10,958 

9,140 

5,468 

403 

990 

893 

381 

20.4 

22.9 

21.1 

13.3 

11.5 

11.1 

10.3 

6.9 

9.9 

13.4 

12.0 

6.8 

ijc  iji  * * * 


Although  there  are  47  railroads  in  the  United  States  having  a greater 
mileage  than  the  Reading,  only  four  carry  a greater  volume  of  revenue  tons, 
and  only  three  have  greater  ton-mile  revenue. 

The  utilization  of  equipment  involved  in  Reading  freight  service  is  in- 
dicated by  comparisons  with  operating  results  in  the  Eastern  District  and  in 
the  United  States  as  a whole ; 


Comparative  Statement  of  Operating  Results  for  1928 


Item 

Pounds  of  coal  per  1000  gross  ton-miles 

Net  ton-miles  per  car-day  

Car-miles  per  car-day  

Locomotive-miles  per  day  

Freight  cars  per  train  

i Net  tons  per  train  

Net  tons  per  loaded  car  

Per  cent  loaded  of  total  car  miles 

Train  speed  (miles  per  train-hour)  . . . 

: Gross  ton  miles  per  train  hour  

Net  ton-miles  per  train  hour  


Reading 

Eastern 

United 

System 

District 

States 

. 151 

128 

127 

. 450 

468 

526 

. 21.8 

26.8 

31.3 

. 60.9 

58.1 

61.5 

. 45.1 

51.0 

47.1 

. 913 

888 

793 

. 34.5 

27.7 

26.7 

. 60.0 

62.9 

62.9 

. 11.0 

12.2 

12.9 

.20,337 

24,408 

23,652 

. 10,055 

10,815 

10,205 

i A survey  of  the  work  done  by  the  Reading  shows  that  this  railroad  is 

performing  a specialized  task:  hauling  a concentrated  volume  of  freight  in 
a territory  made  difficult  for  transportation  because  of  the  mountainous 
character  of  the  country  and  dense  population.  By  any  reasonable  measure- 
j ment  of  comparison  the  volume  of  work  done  by  the  Reading  is  on  a par  with 
j that  performed  by  our  best  railroads  operating  in  a similar  area. 

^Data  obtained  from  Interstate  Commerce  Commission  report  of  “Comparative  Statement  of 
Operating  Averages”  except  for  the  Reading  System.  The  statistics  for  the  Reading  System  include 
the  lines  operated  in  1928  by  Reading  Company:  Atlantic  City  Railroad  Co.,  Port  Reading  Railroad 
Co.,  Perkiomen  Railroad  Co.,  and  the  Class  II  and  III  roads  controlled  by  Reading  Company. 


CHAPTER  XXXVIII 
QUALITY  OF  SERVICE 

Up  to  this  point  our  study  of  Reading  equipment  has  dealt  with  quantity ; 
the  amount  of  physical  equipment  and  the  mass  of  work  done.  A third  ques- 
tion must  be  asked,  testing  the  quality  of  service  which  the  Reading  performs 
for  its  clients : How  well  does  the  Reading  do  its  work? 
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We  may  judge  the  quality  of  railroad  service  by  three  tests: 

1 . Car  supply  ; 

2.  Speed  of  movement ; 

3.  Safety  of  shipments. 

1.  There  is  no  problem  on  the  Reading  with  regard  to  car  supply. 
The  Car  Service  Division  of  the  American  Railway  Association  for  the 
typical  fifteen-day  period  ending  December  15,  1929,  makes  the  following 
report  for  this  railroad : 


Percentage  of  Car  Orders  Filled 


Type  of  Car 

Box  

Refrigerator 
Gondola  . . . 

Stock  

Tank  

Flat  


Per  Cent  of 
Orders  Filled 

100 

100 

100 

100 

100 

100 


This  is  a condition  prevailing  all  over  the  country  at  the  present  time. 
It  reflects  the  activity  of  the  operating  departments  of  individual  railroads 
in  cooperation  with  the  Car  Service  Division  of  the  American  Railway  As- 
sociation and  the  Regional  Advisory  Boards.  In  maintaining  100  per  cent  car 
supply  the  Reading  is  thus  keeping  pace  with  a nation-wide  standard  of 
service. 

2.  The  average  freight  train  speed  on  the  Reading  is  slightly  less  than 
that  of  the  Eastern  District  of  the  United  States : 1 1 miles  per  train  hour 
as  comjiared  with  12.2  miles  per  train  hour.  This  result,  however,  is  to  be 
expected  on  a road,  a large  proportion  of  which  serves  the  most  congested 
regions  of  the  East. 

For  movements  of  fast  freight  trains  the  Reading  equals  its  competitors. 
The  test  of  this  is  the  ability  of  the  Reading  in  conjunction  with  its  con- 
nections to  vie  with  its  neighbors  in  making  third  morning  delivery  from  New 
York  to  Chicago.  The  following  fast  freight  service  movements  prevail  on 
the  Reading  in  conjunction  with  its  connections: 


Between 

Chicago — New  York  and  Philadelphia 

(via  New  York  Central)  22.6 

Chicago — New  York 

(via  C.  R.  R.  of  N.  J.)  18.9 

Lake  Points — New  York  and  Philadelphia 

(via  Wabash— N.  K.  P.— N.  Y.  C.)  16.5 

Lakes — Seaboard 

(via  D.  L.  & W.— C.  R.  R.  of  N.  J.) 14.0 

West  and  South — Seaboard 

(via  B.  & O. — Western  Maryland)  23.4 

Service  from  Philadelphia 

(via  B.  & O.)  18.8 

New  York — Philadelphia  19.0 


Time  (Miles  per  Hour) 
East  Bound  West  Bound 


19.2 

19.5 

18.3 
18.3 

28.6 

19.0 

20.1 


3.  Besides  car  supply  and  speed  of  movement,  the  degree  of  safety 
with  which  shipments  reach  their  destination  is  another  index  of  quality 
of  service.  In  this  respect  the  Reading  shows  a record  superior  to  that  of 
other  important  carriers  in  its  territory.  The  measure  by  which  we  gauge 
this  element  of  safety  is  the  ratio  of  loss  and  damage  freight  claim  disburse- 
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ments  to  gross  freight  revenues.  The  comparati^■e  five-year  record  is  as 
follows. 

R.\tio  of  Loss  and  D,\m,\ge  Freight  Claim  Disbursements 
To  Gross  Freight  Revenues  of  the  Reading  and  Other  Roads 
For  Five  Ye.urs  ended  December  31,  1928 


Year 

Read- 

ing 

B.&O. 

C.R.R. 
of  N.  J. 

D.&H. 

D.L.&IV. 

L.  r. 

AM'.  C. 

Ah  r..  Ah 
H.,  & H. 

P.R.R. 

1924 

A 

1.2 

.6 

.7 

.9 

.7 

1.2 

1.3 

1.5 

1925 

.38 

.87 

.50 

.59 

.73 

.59 

.86 

.73 

1.05 

1926 

.351 

.814 

.463 

.442 

.708 

.558 

.818 

.743 

.960 

1927 

.369 

.875 

.576 

.507 

.692 

.595 

.899 

.771 

1.210 

1928 

.325 

.792 

.480 

.529 

.648 

.600 

.803 

.756 

1.131 

^ if:  i{« 

From  the  description  of  what  the  Reading  equipment  is,  what  work  it 
does,  and  the  way  in  which  it  operates,  we  are  led  to  conclude  that  this  sys- 
ten  is,  at  the  present  time,  serving  its  clients  in  a satisfactory  way.  \Ye 
can  not  say  that  the  larger  consolidated  system  would  show  any  less  efficient 
results.  There  is,  however,  much  to  be  said  for  holding  on  to  a good  thing, 
and  not,  as  Commissioner  Eastman  puts  it,  “experimenting  with  a reasonably 
satisfactory  situation.”’^ 

n59  I.C.C.  554. 
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SECTION  2 

Financial  Stability  ot  Carriers 


CHAPTER  XXXIX 

PUBLIC  INTEREST  IN  RAILROAD  FINANCE 

The  discussion  of  the  proposed  consolidation  of  the  Reading  and  the 
Baltimore  and  Ohio  has  so  far  been  in  terms  of  service  to  shippers  and  to 
the  public.  There  is  a second  general  test  closely  allied  to  the  first : Would 
this  consolidation  promote  the  financial  stability  of  the  carriers  ? 

Public  interest  is  involved  in  the  financial  stability  of  the  railroads. 
Aside  from  the  investment  of  funds  by  individuals,  banks,  trust  companies, 
insurance  companies,  and  public  institutions  of  all  kinds  in  railroad  securities, 
the  public  as  a whole  has  much  at  stake  in  the  maintenance  of  the  sound 
financial  position  of  the  carriers. 

If  a railroad  is  financially  weakened  not  only  do  investors  lose,  but  the 
community  as  well  suffers  ultimately  in  quality  of  service.  A railroad,  the 
earnings  of  which  are  unsatisfactory,  has  little  or  none  of  its  own  money 
to  spend  for  additions  and  betterments,  and  it  is  in  an  unfavorable  position 
to  secure  funds  in  the  open  market. 

The  framers  of  the  Transportation  Act  of  1920  realized  that  the  com- 
munity is  penalized  when  railroad  credit  is  weakened.  The  Act,  therefore, 
provides  that  the  railroads  should  be  allowed  to  earn  a fair  return  because 
of  the  “transportation  needs  of  the  country  and  the  necessity  ...  of  en- 
larging such  facilities  in  order  to  provide  the  people  of  the  United  States 
with  adequate  transportation.”^ 

Since  no  policy  can  be  justified  that  unnecessarily  disturbs  a sound  finan- 
cial position,  or  fails  to  insure  the  future  stability  of  the  carriers,  we  shall 
examine  the  proposed  merger  involving  the  Reading  from  two  angles : first, 
the  present  financial  status  of  the  Reading  and  the  Baltimore  and  Ohio ; 
second,  the  problems  raised  by  the  contemplated  merger. 

^Interstate  Commerce  Act,  Section  15a  (3). 


CHAPTER  XL 

FINANCIAL  POSITION  OF  THE  READING  COMPANY 

Since  the  reorganization  following  the  period  of  receivership,  1893-1897, 
the  Reading  has  been  financially  prosperous.  At  that  time  the  floating  debt 
was  eliminated  by  an  assessment  on  the  income  bonds  and  common  stock; 
cash  was  obtained  by  the  sale  of  second  mortgage  bonds  and  the  issuance  of 
first  preferred  stock ; and  fixed  charges  were  reduced  by  $700,000.^ 

With  this  new  lease  of  life  the  Reading  entered  an  era  of  sound  and 
intensive  development.  Since  the  test  of  a railroad’s  financial  position  is  its 


^The  Reorganization  Plan,  1895. 
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ability  to  earn  a satisfactory  net  income,  the  condition  of  this  item  on  the 
Reading’s  income  account  will,  therefore,  be  examined  for  the  five-year 
period  ending  December  31,  1928,  in  order  to  determine  the  current  financial 
standing  of  this  railroad.  For  this  period  the  net  income  was  as  follows  u 


Year  Net  Income 

1924  $15,121,316 

1925  17,159,619 

1926  18,531,122 

1927  13,496,660 

1928  15,090,690 


The  measure  of  adequacy  of  this  net  income  is  its  ability  to  (1)  provide 
for  fixed  charges;  (2)  pay  dividends;  and  (3)  add  to  surplus. 

1.  For  this  five-year  period  the  net  income  of  the  Reading  was  suffi- 
cient to  pay  all  fixed  charges  with  an  ample  margin  of  safety.  The  number 
of  times  fixed  charges  and  interest  on  the  funded  debt  were  earned  is  shown 
in  the  following  table  : 


Times  Earned 

Year  Fixed  Charges  Interest  on  Debt 

1924  2.78  3.90 

1925  3.04  4.37 

1926  3.22  4.73 

1927  2.61  3.77 

1928  2.83  4.13 


2.  The  dividend  record  of  the  Reading  is  satisfactory.  Since  1900, 
approximately  $200,000,000  have  been  paid  to  common  and  preferred  share 
holders.  Beginning  with  1913  the  Reading  has  maintained  a four  per  cent 
dividend  on  its  first  preferred  stock  (par  $50)  ; four  per  cent  on  the  second 
preferred  (par  $50)  ; and  eight  per  cent  on  its  common  stock  (par  $50). 

The  earnings  per  share  of  common  stock  and  the  common  dividends  paid 
for  the  years  1924  to  1928  were : 


Earned  per  Share  Paid  to  Common 
Year  After  All  Charges  Stockholders 

1924  $8.81  $4. 

1925  10.26  4. 

1926  11.24  5.  ($1  extra) 

1927  7.64  4. 

1928  8.79  4. 


3.  The  difference  between  the  amount  earned  on  each  share  of  common 
stock  and  the  dividends  paid  to  stock  holders  measures  the  ability  of  a com- 
pany to  set  up  a surplus.  On  December  31,  1928,  the  accumulated  surplus 
amounted  to  $93,980,000.  The  recent  annual  additions  to  surplus  are : 


Additions  to 


Year  Surplus 

1924  $6,723,509 

1925  8,762,017 

1926  8,733,738 

1927  5,099,058 

1928  6,693,088 


^Statistics  on  railroad  finance  in  this  and  following  chapters  are  from  Standard  Corporation 
Records,  Moody’s,  and  annual  reports  of  railroads. 
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Based  on  the  valuations  of  the  Interstate  Commerce  Commission 
l)rought  up  to  date,  the  relative  earning  power  of  the  Reading  for  1925,  1926 
and  1927,  was  as  follows 


Relative  Earning 

Railroad  Poiver  {Per  Cent) 

Pennsylvania  477 

New  York  Central  4.96 

Lehigh  Valley  5.15 

Delaware,  Lackawanna  & Western  6.22 

P)altimore  and  Ohio  6.36 

Reading  7.70 

Nickel  Plate  7.73 


The  main  argument  for  consolidation  in  1920  was  the  jtreservation  of 
the  weak  railroads.  By  no  stretch  of  the  imagination  can  the  Reading  be 
]nit  in  this  category.  Standing  on  its  own  merits,  the  verdict  reached  by 
Commissioner  Eastman  regarding  the  Pere  Marquette  applies  to  the  financial 
rating  of  the  Reading;*  "It  is  a prosperous  railroad  in  need  of  no  financial 
help.” 

U59  I.C.C.  558. 

“US  I.C.C.  543. 


CHAPTER  XLI 

FINANCIAL  STRENGTH  OF  THE  BALTIMORE  AND  OHIO 


While  the  Reading  has  prospered  under  its  present  organization,  so 
has  the  Baltimore  and  Ohio  in  its  existing  relationship  with  the  Reading. 
Both  roads  are  so  closely  allied  from  financial,  traffic  and  operating  stand- 
points that  the  jirosperity  of  the  one  is  bound  to  react  on  the  fortunes  of 
the  other. 

For  the  same  five-year  period  employed  in  analyzing  the  financial  status 
of  the  Reading  the  net  income  of  the  Baltimore  and  Ohio  was  as  follows : 


Net  Raihvay 

Year  Operating  Income 

1924  $38,084,324 

1925  43,034,087 

1926  50,805,337 

1927  44,817,227 

1928  49,387,717 


Regarding  the  ability  of  this  net  income  to  meet  (1)  fixed  charges,  (2) 
pay  dividends,  and  (3)  set  up  a surplus,  the  following  statistics  tell  their 
own  story, 

] . The  net  income  was  sufficient  to  meet  fixed  charges  as  the  following 
table  shows  : 


Times  Earned 

Year  Fixed  Charges  Interest  on  Debt 

1924  1.62  1.65 

1925  1.74  1.79 

1926  1.98  2.04 

1927  1.74  1.81 

1928  2.08  2.13 
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2.  The  dividend  record  of  the  common  stock  of  the  Baltimore  and 
Ohio  since  1900  is  as  follows : 

Dividends  Paid  to 

Year  Common  Stockholders 

1900  $-^00 

1901-1904  4,00 

1905  4.50 

1906  5.50 

1907-1914  6.00 

1915-1917  5.00 

1918  2.50 

1919  4.00 

1920-1922  00 

1923  1.25 

1924-1925  5.00 

1926  5.25 

1927  6.50 

1928  6.00 


mon  stock  is  satisfactory.  The  payments  of  preferred  dividends  and  times 
earned  are  as  follows  : 

Year  Preferred  Dividends  Paid  Times  Earned 

1924  $2,354,527  1.49 

1925  2,354,527  1.61 

1926  2,354,527  1.32 

1927  2,354,527  1.62 

1928  2,354,527  1.91 

The  earnings  of  common  stock  per  share  were : 

Earned  Per  Share  Paid  to  Common 
Year  After  all  Charges  Stockholders 

1924  $ 9.39  $5.00 

1925  12.14  5.00 

1926  17.20  5.25 

1927  9.42  6.50 

1928  12.43  6.00 

3.  The  accumulations  annually  added  to  surplus  in  recent  years  were : 

Additions  to 

Year  Surplus 

1924  $ 6,151,695 

1925  10,580,610 

1926  16,595,521 

1927  8,898,915 

1928  13,505,494 

^ ^ 

With  such  a financial  record  the  Baltimore  and  Ohio,  like  the  Reading, 
may  regard  its  present  traffic  alignments,  which  are  an  important  factor  in 
supplying  revenue,  as  being  satisfactory. 

CHAPTER  XLII 
A FIXAXCTAL  PUZZLE 

Although  the  present  financial  position  of  both  the  Reading  and  the 
Baltimore  and  Ohio  is  sound,  the  wholesale  consolidation  of  railroads  would 
introduce  new  elements  of  uncertainty  which  must  be  considered. 
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Railroad  earnings  are  based  primarily  on  two  factors : the  volume  of 
traffic,  and  skill  of  management.  The  first  determines  income;  the  second 
affects  costs.  Who  knows  in  what  way  the  regrouping  proposed  by  the 
Commission  might  alter  the  flow  of  traffic?  Who  can  tell  with  what  success 
the  new  scheme  of  management  would  function? 

The  proposal  to  regroup  the  railroads  into  comparatively  few  systems 
means  combining  weak  with  strong  lines,  redrafting  financial  plans,  shifting 
the  balance  of  competition,  altering  rate  divisions,  changing  the  executive 
personnel,  and  scrambling  both  the  property  and  the  earning  power  of 
carriers.  At  a time  when  the  competition  of  water  carriers,  motors,  and 
airplanes  is  becoming  more  decisive ; when  the  rate  structure  is  being  re- 
vamped in  terms  of  a mileage  basis ; and  when  the  possibility  of  unified 
terminals  creates  new  problems  of  traffic  distribution — the  scheme  of  con- 
solidation adds  its  share  to  the  confusion.  Consolidation  probably  would 
not  affect  the,  total  earnings  of  the  railroads)  of  America,  but  no  one  can  say 
what  the  result  might  be  on  specific  carriers. 

Not  only  would  the  carriers  directly  involved  in  a particular  consolida- 
tion have  new  traffic  and  financial  problems  to  face,  but  connecting  lines  as 
well  would  be  concerned. 

In  Chapter  XXIII  it  was  pointed  out  that  railroad  consolidation  tends  to 
alter  the  flow  of  traffic.  A recent  example  of  this  tendency  appears  in  the 
order  of  the  Interstate  Commerce  Commission  compelling  the  Baltimore  and 
Ohio  to  divest  itself  of  its  Western  Maryland  stock.  If  the  control  of  the 
Western  Maryland  had  been  permitted  the  Commission  saw  the  possibility 
of  traffic  diversion,  as  the  following  language  shows  d 

It  appears  that  heretofore  the  movement  of  coal  on  respondent’s 
(Baltimore  and  Ohio)  lines  ...  to  Shippensburg  for  delivery  to  the 
Reading  has  been  by  way  of  the  Cumberland  Valley  division  of  the  Penn- 
sylvania System,  but  that  with  the  completion  of  the  desired  operating 
arrangement  this  traffic  would  be  transferred  to  the  line  of  the  Western 
Maryland. 

In  this  example  the  one  carrier  would  have  lost  revenue  traffic  as  a 
result  of  the  change  of  control  of  a connecting  line.  If  the  Reading  were 
absorbed  by  the  Baltimore  and  Ohio  how  much  revenue  traffic  would  be 
diverted  from  the  carriers  to  which  the  Reading  now  delivers  freight? 

Professor  Ripley  sensed  the  problem  of  the  connecting  carriers  when 
he  discussed  the  position  of  the  Reading  in  his  consolidation  plan  d 

The  relationship  of  the  Reading  to  the  other  trunk  lines  and  its 
strategic  location  in  the  heart  of  one  of  the  greatest  industrial  districts  in 
the  United  States  render  this  a difficult  matter  to  decide.  On  the  one 
hand  its  essential  relation  to  the  Baltimore  and  Ohio  must  be  conceded, 
but  on  the  other  it  is  of  the  utmost  importance  that  the  general  interest 
of  the  other  trunk  lines  in  this  territory  should  not  be  placed  in  jeopardy. 

neo  i.c.c.  790. 

=63  I.c.c.  490. 


CHAPTER  XLIII 

THE  READING  AS  AN  INDEPENDENT 

If  the  railroad  situation  in  the  east  remains  substantially  as  it  is  at 
the  present  time,  there  seems  no  reason  from  a financial  standpoint  to  advo- 
cate any  change  in  the  status  of  the  Reading.  If  general  consolidation,  how- 
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ever,  takes  place,  new  financial  problems  might  arise  as  a result  of  wholesale 
grouping. 

If  the  Reading  were  not  part  of  a larger  system  could  it  maintain  its 
present  traffic  and  revenue  position? 

At  the  present  time  the  Reading  cannot  be  considered  financially  inde- 
pendent, since  more  than  fifty  per  cent  of  its  stock  is  owned  by  the  Baltimore 
and  Ohio  and  the  New  York  Central.^  Y'hat  would  happen  to  the  Reading 
if  it  were  separated  from  any  trunk  line  control,  while  the  other  carriers  were 
grouped  into  a limited  number  of  systems? 

Leaving  out  of  consideration  the  proposed  Baltimore  and  Ohio  System, 
we  find  that  the  Reading,  with  an  investment  of  $434,000,000  and  25,000,000 
tons  of  originating  traffic,  would  be  thrown  into  a struggle  for  existence  with 
the  following  proposed  groups  : 


Originating  Average 

System  Investment  Tons  Mileage 

Pennsylvania  $2,492,000,000  127,000,000  12,111 

New  York  Central  2,302,000,000  98,144,000  13,223 

Chesapeake  & Ohio  1,860,000,000  128,202,000  11,981 

Wabash  1,646,000,000  103,707,000  14,301 


Railroads  of  great  size  and  power  have  certain  advantages  over  smaller 
systems  in  the  solicitation  of  traffic.  The  home  road  spots  the  cars,  traces 
movements,  and  has  closer  business  contacts  with  a local  community  than  a 
distant  carrier  with  only  a resident  agent  to  represent  it.  Would  the  Reading 
be  able  to  solicit  competitive  traffic  on  an  equal  basis  with  its  powerful  rivals? 

One  illustration  of  the  power  of  the  larger  systems  to  bargain  with 
shippers  for  traffic  is  reciprocal  buying.  This  is  a practice  common  to  all 
business.  It  is  based  upon  the  principle;  if  you  will  buy  from  us,  we  will 
buy  from  you ; if  you  purchase  our  equipment,  we  will  purchase  your  trans- 
portation. The  relationship  between  freight  tonnage  and  the  volume  of  or- 
ders a railroad  has  to  place  is  but  one  indication  of  the  advantag'e  large 
carriers  have  in  competing  for  traffic. 

Where  a railroad  is  lacking  in  direct  connections  at  distant  points  its 
traffic  from  the  standpoint  of  interchange  may  be  protected  by  overlapping 
financial  interests.  In  the  case  of  the  Reading,  more  than  fifty  per  cent  of 
its  stock  is  owned  by  the  Baltimore  and  Ohio  and  the  New  Y"ork  Central;  the 
Reading  in  turn  owns  fifty-three  per  cent  of  the  stock  of  the  Central  Railroad 
of  New  Jersey.  It  is  significant  that  sixty  per  cent  of  the  total  interchange 
between  the  Reading  and  all  carriers  in  1928  was  with  the  three  roads  which 
are  so  closely  allied  with  it  in  a financial  way. 

The  Reading  acts  as  a bridge  line  for  a great  volume  of  traffic  received 
from  connections.  In  1929,  twenty-three  per  cent  of  the  loaded  cars  inter- 
changed were  overhead;  and  of  the  total  Reading  interchange  of  loaded  cars 
35.6  per  cent  came  from  or  were  delivered  to  the  Baltimore  and  Ohio.-  How 
much  of  this  overhead  traffic  would  be  diverted  if  the  Reading  were  entirely 
independent? 

It  is  not  implied  that  the  New  York  Central  or  the  Baltimore  and  Ohio 
deliberately  turn  over  traffic  to  the  Reading  at  the  present  time  which  thev 
themselves  can  profitably  handle.  Such  a course  of  action  would  be  contrary 
to  business  prudence.  These  two  roads,  however,  are  friendly  connections 

lApril  15,  1930. 

“Interstate  Commerce  Commission  traffic  statistics  for  1929.  The  Baltimore  and  Ohio  is  here 
credited  with  its  freight  interchange  via  Western  Maryland  and  Cumberland  Valley  (Pennsylvania 
Railroad). 
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with  the  Reading,  and  so  long  as  inter-corporate  relationships  remain  as  they 
are  their  traffic  can  be  depended  upon  to  supply  revenue  freight  to  it. 

If  the  Commission’s  plan  is  carried  out,  with  the  exception  that  the 
Reading  remains  independent,  the  latter  would  have  a new  competitor  within 
its  territory,  the  Wabash- Seaboard  System.  The  plan,  calling  for  trackage 
rights  connecting  the  Lehigh  Valley  with  Philadelphia  on  the  east,  and  with 
the  Western  Maryland  on  the  West,  would  offer  the  Baltimore  and  Ohio  an- 
other route  besides  the  Reading  for  movements  to  New  York  and  New  Eng- 
land. So  long  as  the  Baltimore  and  Ohio  holds  a large  block  of  Reading 
stock  it  would  have  no  incentive  to  route  via  anv  other  line  than  the  Reading. 

It  is  true  that  under  any  contingency  the  Reading  would  control  freight 
to  and  from  points  located  exclusively  on  its  own  lines ; its  traffic  solicitors 
would  still  be  in  the  competitive  field ; and  its  originating  tonnage  would  act 
as  a bargaining  point  in  securing  interchange  from  connections.  But  what 
effect  on  the  tonnage  and  revenue  of  the  Reading  the  new  conditions  of 
competition  and  interchange  created  by  a grand  scheme  of  consolidation 
would  have,  we  can  not  say. 

That  there  is  some  considerable  opinion  that  the  Reading  could  hold  its 
own  as  an  independent  in  case  the  roads  were  consolidated  is  indicated  by 
the  following  statement  given  to  us  by  an  acute  student  of  the  problem : 

It  is  my  considered  opinion  that  the  Reading,  because  of  its  position 
in  the  anthracite  field,  its  location  as  an  intermediate  line  for  the  carriage 
of  bituminous  coal,  and  its  entrenched  position  in  one  of  the  outstanding 
industrial  sections  of  the  country,  would  be  quite  able  to  maintain  itself 
even  if  all  of  the  other  proposed  consolidations  in  eastern  territory  were 
carried  to  a conclusion.  Because  of  its  position,  the  New  York  Central, 
the  Nickel  I’late  System,  the  Pennsylvania,  and  the  Baltimore  and  Ohio 
would  all  coinj^ete  for  its  services  as  a terminal  carrier. 

Although  we  feel  the  force  of  this  statement,  our  own  opinion  is  that 
the  Reading,  if  left  to  itself,  might  find  that  the  change  in  financial  control 
would  reflect  itself  in  unfavorable  traffic  and  revenue  returns.  It  would  then 
be  in  the  same  predicament  which  Commissioner  Porter  observed  as  possible 
in  the  case  of  another  independent  railroad  P 

I wonder  what  would  happen  to  the  Delaware,  Lackawanna  and  West- 
ern ...  if  all  its  neighbors  and  i>articularly  those  upon  which  it  depends 
for  receiving  traffic  from  the  west  were  permitted  to  combine  into  single 
systems  with  through  lines  from  the  Middle  West  to  the  Atlantic  sea- 
board? I can  well  imagine  those  in  charge  of  that  would  at  once  claim 
that  if  all  their  neighbors  and  principal  traffic  feeders  be  permitted  to 
combine,  they,  too,  would  want  to  be  affiliated  with  some  system  equal 
in  strength  to  their  neighbors.  . . If  the  policy  of  consolidation  is  to 
prevail.  ...  in  order  for  any  one  system  to  have  strength  comparable 
with  another  it  must  have  sufficient  mileage  to  reach  as  many  of  the 
principal  sources  of  traffic  as  possible,  and  ...  to  deliver  that  traffic 
at  inqxjrtant  places  of  ultimate  destination. 

U59  I.C.C.  579. 


CHAPTER  XLIV 
PROPOSED  SOLUTIONS 

If  we  assume  that  the  financial  standing  of  the  Reading  might  be 
jeopardized  if  it  remains  independent  while  the  other  carriers  are  grouped 
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according  to  the  Commission’s  plan,  what  disposition  of  this  railroad  would 
safeguard  its  future? 

Among  the  many  j^roposals  put  forward  in  answer  to  this  question  the 
following  seem  the  most  significant : 

1.  Leave  the  Reading  in  the  same  position  in  which  it  finds  itself  today. 

2.  Organize  an  independent  Reading  System. 

3.  Provide  for  joint  ownership  of  the  Reading  hy  the  eastern  trunk 

lines. 

4.  Merge  the  Reading  with  the  Baltimore  and  Ohio. 

1.  As  we  have  pointed  out,  the  Reading  is  in  a strong  financial  position 
at  the  present  time.  If  it  is  allowed  to  remain  as  it  is,  and  the  railroad 
situation  in  the  east  continues  unchanged,  the  financial  future  of  the  Reading 
is  amply  protected.  This  solution  of  the  prohelm  is  the  simplest.  It  implies, 
however,  the  abandonment  of  consolidation  in  terms  of  the  complete  plan. 

2.  The  creation  of  an  independent  Reading  System  ai)peals  to  some 
students  of  the  consolidation  problem.  Two  types  of  mergers  built  around 
the  Reading  have  been  suggested:  (a)  a terminal  system,  and  (1))  a trunk 
line. 

(a)  Commissioner  Eastman  maintains  that  the  Reading,  the  Central 
Railroad  of  New  Jersey,  the  Western  Maryland,  and  the  Lehigh  and  Hudson 
River  would  make  a natural  grouping.  This  system  would  reach  the  soft 
coal  fields  of  West  Virginia  and  IMaryland,  and  the  ports  of  New  York,  Phila- 
delphia, and  Baltimore;  and  it  wotild  interchange  directly  with  New  England 
carriers. 

Such  a terminal  system  would  undoubtedly  have  elements  of  strength. 
An  allocation  that  appeals  more  strongly  to  us,  however,  omits  the  Western 
Maryland  from  this  group,  hut  adds  the  Lehigh  and  New  England,  and 
possibly  the  Delaware  and  Pludson.  This  system  would  l)e  more  homo- 
geneous than  that  proposed  hy  Commissioner  Eastman  and  would  ])rohahly 
incur  less  hostility  from  the  State  of  Maryland  and  Baltimore. 

In  order  to  show  the  elements  of  strength  possessed  hy  the  terminal 
system  we  suggest,  data  relating  to  the  financial  position  and  originating 
tonnage  of  these  carriers  are  presented,  with  similar  data  included  separately 
for  the  Delaware  and  Hudson  and  the  Western  Maryland. 


Combined  Financial  Position — 1928 


Net 

Rate  of 

Raihvav 

Return  on 

Mileage 

Property 

Operating 

Property 

Railroad 

Operated 

Investment 

Income 

Investment 

Reading  

1,140.76 

$385,800,031 

$17,098,849 

4.43% 

Atlantic  City  

162.79 

15,458,727 

721,387* 

.00 

Port  Reading  

20.25 

5,464,276 

76,456 

1.40 

Perkionien  

41.81 

3,897,023 

314,497 

8.07 

Central  RR  of  New  Jersey  .... 

690.52 

205,080,403 

9,385,057 

4.58 

Lehigh  & Hudson  River  

96.60 

7,299,565 

522,024 

7.15 

Lehigh  & New  England  

216.67 

20,587,460 

1,211,313 

5.88 

Total  

2,369.40 

$643,587,485 

$27,886,809 

4.33% 

Delaware  and  Hudson  

881.65 

$121,300,684 

$7,662,966 

6.32 

Western  Maryland  

862.14 

150,571,746 

5,250,619 

3.49 

*Deficit 
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Originating  Tonnage — 1928 
Anthracite  Bituminous 


Railroad 

Coal 

Coal 

All  Other 

Total 

Reading  

12,918,646 

0 

11,272,420 

24,191,066 

Atlantic  City  

0 

0 

413,942 

413,942 

Port  Reading  

0 

0 

138,108 

138,108 

Perkionien  

0 

0 

65,340 

65,340 

Central  RR  of  New  Jersey  . . . . 

6,516,500 

0 

9,645,092 

16,161,592 

Lehigh  & Hudson  River  

0 

0 

580,182 

580,182 

Lehigh  & New  England  

2,855,835 

0 

1,876,565 

4,732,400 

Total  

22,290,981 

0 

23,991,649 

46,282,630 

Delaware  & Hudson  

9,927,115 

579 

3,182,612 

13,110,306 

Western  Maryland  

187 

3,703,588 

3,284,780 

6,988,555 

Any  terminal  system  along  the  lines  suggested  would  possess  a strategic 
I>osition  in  the  East.  It  is  not  likely,  however,  that  it  would  long  remain 
neutral.  In  order  to  insure  its  neutrality  as  well  as  its  financial  security 
we  would,  therefore,  favor  the  joint  ownership  of  this  system  by  the  trunk 
lines. 

(b)  The  proposal  to  form  the  Reading  into  an  independent  trunk  line 
reaching  the  lakes,  the  middle  west,  the  soft  coal  regions,  the  seaboard,  and 
New  England,  would  in  our  opinion  be  no  more  attractive  from  a financial 
standpoint  than  a merger  in  the  Baltimore  and  Ohio. 

3.  The  suggestion  to  permit  the  Reading  as  it  stands  today  to  be  jointly 
owned  by  the  eastern  trunk  line  systems  would  undoubtedly  take  care  of 
the  financial  future  of  the  Reading.  This  proposal  would  create  a situation 
very  similar  to  the  present  control  exercised  by  the  Baltimore  and  Ohio  and 
the  New  York  Central.  It  differs  from  this  present  control  merely  by  en- 
larging the  scope  of  ownership  of  the  Reading  by  including  other  trunk 
lines  than  the  two  just  mentioned. 

4.  The  merger  of  the  Reading  in  the  Baltimore  and  Ohio  would,  we 
lielieve,  provide  a solution  of  the  Reading’s  financial  problem  raised  by 
the  consolidation  proposals.  Already  the  Baltimore  and  Ohio  owns  thirty- 
four  per  cent  of  Reading  stock.  If  it  acquires  the  remaining  shares  by  pur- 
chase in  the  open  market  or  by  agreement,  the  stockholders,  of  course,  would 
not  suffer.  The  bonds  of  the  Reading  would  be  assumed  by  the  Baltimore 
and  Ohio,  whose  ability  to  control  the  movement  of  traffic  over  its  own 
lines  would  be  enhanced  by  its  own  enlargement. 

Whether  the  absorption  of  the  Reading  by  the  Baltimore  and  Ohio  is 
a better  solution  of  its  financial  problem  than  the  maintenance  of  the  Reading 
as  a neutral  railroad  or  terminal  system  jointly  owned  by  the  eastern  trunk 
lines  is  a question  which  can  not  be  answered  positively.  However,  in  view 
of  the  interest  of  connecting  carriers  in  preserving  their  present  interchange 
with  the  Reading,  we  feel  that  from  a general  financial  standpoint  the  main- 
tenance of  its  neutrality  is  the  wiser  policy. 
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SECTION  3 


Economic  Development  of  the  State; 
a.  Routes. 


CHAPTER  XLV 
THE  ECONOMIC  TERRITORY 

The  third  general  test  by  whicli  we  have  undertaken  to  measure  the 
wisdom  of  consolidations  is  their  possible  effect  on  the  economic  development 
of  the  State.  In  applying  this  test  to  the  proposed  Reading-Baltimore  and 
Ohio  merger  three  problems  of  immense  significance  to  Pennsylvania  will 
be  discussed : the  traffic  routes,  the  Port  of  Philadelphia,  and  anthracite. 

^ :4c  ?{; 

The  territory  in  which  the  Reading  serves  as  a traffic  route  is  part  of 
the  northeastern  section  of  the  United  States,  a territory  occupying  only 
eight  per  cent  of  the  area  of  the  country,  but  containing  thirty-three  per  cent 
of  the  population. 

In  many  respects  this  area  resembles  Great  Britain : it  is  by  no  means 
self  contained.  Into  it  ninety-five  per  cent  of  the  cattle,  wheat,  and  hogs 
consumed,  and  also  great  quantities  of  raw  materials  are  imported,  while 
in  exchange  the  products  of  industry  and  mines  are  shipped  to  the  West, 
the  South,  and  overseas.  This  movement  results  in  an  unbalanced  traffic 
with  the  preponderance  of  empty  cars  west  bound. 

Based  on  the  census  of  1920,  the  territory  directly  served  by  the  Read- 
ing, exclusive  of  New  York,  bears  the  following  relationship  per  square  mile 
to  other  sections  of  the  country  in  terms  of  population  and  evidences  of  in- 
dustrial concentration  ff 

Statistics  Relating  to  Population  and  Manufacturing  Showing  Relative  Density 
Per  Square  Mile  in  the  United  States  and  in  Several  Geographic  Divisions 
Thereof  Compared  zvith  the  Section  Served  by  Reading  System 


Index  Numbers  of : 


Papula- 

Manufacturing 

tion 

Average 

No.  of 

No.  of 

Primary 

establish 

- Wage 

I'aluc  of 

Horse 

Section 

ments 

Earners 

Product 

Pozver 

Whole  United  States  

1.00 

1.00 

1.00 

1.00 

1.00 

East  North  Central  States 

2.46 

2.50 

3.19 

3.44 

3.18 

New  England  States  

3.36 

4.10 

7.13 

5.52 

6.18 

Middle  Atlantic  States 

- . . 6.27 

8.80 

9.39 

9.46 

8.61 

Pennsylvania  

5.44 

6.20 

8.23 

7.72 

9.95 

Counties  in  Penna.,  N.  J.,  and  Delaware 

served  bv  Reading  Svstem  . . . 

10.50 

14.80 

19.29 

17.99 

15.53 

^These  data  were  compiled  from 

Fourteenth  Cen 

sus  of  the 

United  States 

(1920). 
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The  industrial  nature  of  this  territory  is  indicated  by  the  character  of 
the  traffic  originating  on  the  Reading  in  1928; 


Commodity  Tons 

Products  of  mines,  and  manufactures 24,200,000 

Agricultural  products,  including  forest  and  animat  products 647,000 


Because  of  its  concentration  of  industrial  energy  and  population  the 
territory  served  by  the  Reading  is  especially  dependent  upon  routes  and 
channels  of  trade  to  link  it  with  other  areas  of  production  and  consumption. 


CHAPTER  XLVI 
ROUTES 

While  routes  of  commerce  are  essential  to  the  economic  stability  of 
Eastern  Pennsylvania,  their  number  is  limited  by  the  contour  of  the  Appa- 
lachian Range.  Extending  at  an  awkward  angle  from  New  England  to 
Alabama  these  mountains  rise  two  thousand  feet  above  the  sea,  with  valleys 
running  parallel  to  the  coast. 

Because  of  this  configuration  of  the  mountains  and  valleys,  the  east- 
west  railroads  are  compelled  to  scale  the  elevations  as  best  they  can.  The 
two  natural  routes  connecting  the  East  with  the  West  are  the  St.  Lawrence 
Basin,  and  the  Hudson  and  Mohawk  Valleys.  These  routes  are  utilized  by 
the  Canadian  National  and  the  main  line  of  the  New  York  Central.  The  car- 
riers to  the  south,  connecting  the  eastern  seaboard  with  the  Buffalo  and  Pitts- 
burgh gateways,  have  a mountainous  country  to  contend  with,  the  Pennsyl- 
vania reaching  a maximum  elevation  of  2180  feet;  the  Baltimore  and  Ohio, 
2270  feet;  and  the  Erie,  1518  feet. 

In  the  chain  of  communications  connecting  the  East  and  West,  the 
Reading  is  an  important  link.  Its  chief  connections  are  with  the  Baltimore 
and  Ohio,  the  New  York  Central,  and  the  Central  Railroad  of  New  Jersey. 

The  Reading  meets  the  Baltimore  and  Ohio  at  Philadelphia,  and  also 
forms  an  interior  route  for  traffic  moving  through  Shippensburg  to  New 
York  and  New  England ; it  also  connects  with  the  New  York  Central  at  New- 
berry Junction,  Williamsport,  an  important  gateway  for  the  movement  of 
coal  from  the  northern  Pennsylvania  fields.  In  turn,  the  Reading  is  linked 
with  the  Central  Railroad  of  New  Jersey  which  has  direct  entrance  to  New 
York  Harbor  at  Jersey  City. 

In  order  to  show  the  position  of  the  Reading  as  a factor  in  east-west 
movements  of  freight,  the  details  of  four  typical  routes  will  be  presented 
showing  comparisons  with  the  shortest  route,  based  on  mileage  shown  in 
tariffs:  (I)  Chicago-New  York ; (H)  Chicago-Philadelphia ; (HI)  Colum- 
Ijus-Philadelphia ; (IV)  Pittsburgh-Philadelphia. 

I.  Chicago — New  York 

Miles 


(a)  Shortest  route;  via  Pennsylvania  Railroad  904 

(b)  Reading  routes: 

(1)  New  York  Central,  (Newberry  Junction)  Reading,  (Haucks)  Cen- 
tral Railroad  of  New  Jersey  909.4 

(2)  Baltimore  and  Ohio,  (Cumbo)  Pennsylvania  Railroad,  (Shippens- 
burg) Reading,  (Allentown)  Central  Railroad  of  New  Jersey 983.6 

(3)  Baltimore  and  Ohio,  (Park  Junction)  Reading,  (Bound  Brook) 

Central  Railroad  of  New  Jersey  992.7 
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Reading  Routes : 


II.  Chicago — Philadelphia 


Miles 

(1)  Pennsylvania  Railroad,  (Harrisburg)  Reading 833.4 

(2)  New  York  Central,  (Newberry  Junction)  Reading  877 

(3)  New  York  Central,  (Youngstown)  Pittsburgh  and  Lake  Erie, 

(Connellsville)  Western  Maryland,  (Lurgen)  Reading 915 

(4)  Baltimore  and  Ohio,  (Cumbo)  Pennsylvania  Railroad,  (Shippens- 

burg)  Reading  916 

(5)  Nickel  Plate,  (Buffalo)  Lehigh  \^alley,  (East  Penn'  Junction) 

Reading  954 

(6)  New  York  Central,  (Buffalo)  Lehigh  Valley,  (East  Penn  Junction) 

Reading  953 

(7)  New  York  Central,  (East  Buffalo)  Delaware,  Lackawanna  and 

Western,  (Taylor)  Central  Railroad  of  New  Jersey,  (Bethlehem) 
Reading  938 

(8)  Nickel  Plate,  (Buffalo)  Erie,  (Newberry  Junction)  Reading 969 

(9)  Grand  Trunk,  (Black  Rock)  Erie,  (Newberry  Junction)  Reading. . 1000.7 

(10)  Nickel  Plate,  (East  Buffalo)  West  Shore,  (Lyons)  New  York 

Central,  (Newberry  Junction)  Reading  1005 

(11)  New  York  Central,  (Gardenville)  West  Shore,  (Lyons)  New 

York  Central,  (NewLerry  Junction)  Reading  1006 

(12)  Erie,  (Corning)  New  York  Central,  (Newberry  Junction)  Readingl009 

III.  Columbus,  Ohio — Philadelphi.a 

(a)  Shortest  route;  Pennsylvania,  (Harrisburg)  Reading 555.9 

(b)  Other  Reading  routes: 

(1)  New  York  Central,  (Newberry  Junction)  Reading 776.3 

IV.  Pittsburgh — Philadelphi.\ 

(a)  Shortest  route:  Pennsylvania  Railroad 358 

(b)  Reading  routes: 

(1)  Pennsylvania  Railroad,  (Harrisburg)  Reading 365 

(2)  Pittsburgh  and  Lake  Erie,  (Youngstown)  New  York  Central,  (New- 
berry Junction)  Reading  563 


These  routes  formed  by  the  Reading  in  conjunction  with  its  connecting 
carriers  play  their  part  in  creating  the  economic  structure  of  Pennsylvania. 


CHAPTER  XLVII 
ROUTING  OF  COAL 

Since  coal  is  the  most  important  product  transported  by  the  Reading, 
the  movement  of  (1)  bituminous  and  (2)  anthracite  via  the  various  gateways 
and  connecting  carriers  will  be  shown  in  order  to  point  out  the  important 
channels  through  which  this  traffic  moves. 

1.  The  position  of  the  various  gateways  and  carriers  in  the  movement 
of  bituminous  coal  for  1929  was  as  follows : 

Bituminous  Co.\l  Received  by  the  Reading 


Gateways  and  Railroads  Gross  tons  of  Coal 

Newberry  Junction — 

New  York  Central 2,484,024 

Buffalo,  Rochester  and  Pittsburgh 770,193 

Harrisburg  and  Milton — 

Pennsylvania  Railroad  942,835 

Shippensburg — 

Baltimore  and  Ohio  (Western  Maryland)  4,216,619 

Baltimore  and  Ohio  (Cumberland  Valley)  4,992,609 

Western  Maryland  and  P.  & L.  E 2,325,293 

Elsmere  Junction  and  Eastwick — 

Baltimore  and  Ohio 284,784 

Park  Junction — 

Baltimore  and  Ohio 1,447,084 

Camden — 

Baltimore  and  Ohio 181,754 

Total  17,645,195 
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It  will  be  observed  that  the  Baltimore  and  Ohio  furnished  64  per  cent  of 
the  coal  received  by  the  Reading,  and  that  Shippensburg  is  by  far  the  most 
important  interchange  point. 

The  following  table  shows  the  heavy  deliveries  of  soft  coal  in  1929  to 
the  Central  Railroad  of  New  Jersey,  and  the  volume  of  interchange  made 
with  that  carrier  at  Allentown,  Bound  Brook,  and  Haucks ; 


Bituminous  Coal  Delivered  by  the  Reading 


Gateways  and  Railroads  Gross  Tans  of  Coal 

Port  Richmond  1,648,510 

Port  Reading  1,520,341 

Allentown — Central  Railroad  of  New  Jersey 4,946,359 

Bound  Brook — Central  Railroad  of  New  Jersey ! 1,447,084 

Catasauqua — Lehigh  and  New  England 339,042 

East  Penn  Junction — Lehigh  Valley 773,775 

Haucks — Central  Railroad  of  New  Jersey 1,100,237 

Quakake — Lehigh  Valley  26,198 

Tamaqua — Lehigh  and  New  England 23,031 

Rupert — Delaware,  Lackawanna  and  Western 9,278 

Halls — Williamsport  and  North  Branch 1,511 

Winslow  Junction — Central  Railroad  of  New  Jersey 72,238 


Total  11,907,604 


This  tonnage  represents  overhead  shipments  and  compares  with  approxi- 
mately 5,700,000  tons  consumed  on  the  Reading  lines. 

2.  The  total  volume  of  anthracite  coal  carried  by  the  Reading  in  1929 
was  11,651,130  tons.  Less  than  500,000  tons  were  received  from  connections. 
The  gateways  through  which  anthracite  moved,  as  well  as  the  volume  of 
local  deliveries  were : 


Anthracite  Coal  Carried  by  the  Reading 


Gateways  and  Railroads  Gross  Tons  of  Coal 

Tamaqua — New  York  Central 95,533 

Newberry  Junction — New  York  Central 1,687,542 

Milton — Pennsylvania  Railroad  26,745 

Shippensburg — Cumberland  Valley,  and  Western  Maryland 211,472 

Lancaster — Pennsylvania  Railroad  39,035 

Park  Junction — Baltimore  and  Ohio 776,291 

Chester — Pennsylvania  Railroad  . . . .' 346,755 

Allentown — Central  Railroad  of  New  Jersey 574,873 

Bound  Brook — Central  Railroad  of  New  Jersey 892,255 

Manville — Lehigh  Valley  34,087 

Points  on  Reading  Company,  including  pier  deliveries 6,966,542 


Total  11,651,130 


In  these  deliveries  of  anthracite  by  the  Reading  the  importance  of  the 
New  York  Central  and  the  Central  Railroad  of  New  Jersey  is  evident. 


CHAPTER  XLVIII 

EFFECT  OF  CONSOLIDATION  ON  ROUTES 

What  effect  would  consolidation  have  on  (1)  the  movement  of  commodi- 
ties via  Shippensburg;  (2)  routing  via  New  York;  and  (3)  passenger 
routes  ? 

1.  If  the  Baltimore  and  Ohio  and  the  Reading  were  merged,  the  pres- 
ent traffic  highways  via  Shippensburg  and  Williamsport  would  remain 
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physically  intact.  Theoretically  movement  via  Shippensburg  might  be  facili- 
tated because  any  delays  due  to  interchange  v/onld  be  eliminated,  since 
freight  vrould  move  between  the  West  and  the  seaboard  under  the  control 
of  one  management.  Furthermore,  according  to  the  complete  plan,  track- 
age rights  would  be  given  the  Baltimore  and  Ohio  over  the  Western  Mary- 
land between  Shippensburg  and  Cherry  Run,  virtually  connecting  the  Balti- 
more and  Ohio  with  the  present  Reading  tracks. 

It  is  doubtful,  however,  if  consolidation  would  produce  any  practical 
gains  in  routing  efficiency  via  Shippensburg,  since  at  the  present  time  the  mul- 
tiple line  haul  competes  in  point  of  service  and  time  with  the  single  line  hauls 
on  an  even  basis. 

At  Williamsport  the  interchange  arrangements  would  remain  untouched 
in  case  the  merger  were  effected,  unless  the  Baltimore  and  Ohio  builds  its 
own  tracks  from  the  Buffalo  and  Susquehanna,  in  the  development  of  a new 
route  which  will  be  discussed  in  Chapter  L. 

Leaving  out  of  consideration  the  possible  diversion  of  freight,  the 
facilities  for  the  physical  movement  of  commodities  via  Shippensburg  and 
Williamsport  would  apparently  be  unchanged  as  a result  of  the  merger. 

While  no  detailed  studies  have  been  made  regarding  delays  due  to  inter- 
change on  American  railways,  it  is  possible  that  the  problem  has  been 
exaggerated.  Delays  caused  by  inspections  must  continue,  if  not  at  inter- 
change junctions,  then  at  divisional  points.  Where  railroads  work  together 
harmoniously,  as  do  the  Baltimore  and  Ohio  and  the  Reading,  interchange 
presents  no  serious  problem. 

2.  Much  has  been  said  regarding  the  necessity  of  the  Baltimore  and 
Ohio  reaching  New  York  harbor  over  its  own  tracks.  President  Willard 
puts  his  case  as  follows  d 

We  are  not  really  in  New  York  at  all  now.  We  are  on  Staten  Island 
and  we  have  no  terminals  at  New  York,  and  on  that  account 
we  are  very  greatly  handicapped  in  our  competition  with  our  neighbors 
who  are  better  provided  for. 

At  another  time  Mr.  Willard  spoke  more  favorably  of  the  position  of 
the  Baltimore  and  Ohio  in  New  York  harbor:" 

The  Baltimore  and  Ohio  is  today  longer  than  some  of  the  lines  from 
Chicago  to  New  York.  Notwithstanding  that  fact  we  have  been  able 
to  handle  a larger  percentage  of  the  live  stock  business.  . . than  any 
other  single  line  ....  It  may  cost  us  more  . . . but  I do  not  think 
the  service  is  so  great  that  we  would  not  be  able  to  meet  the  requirements. 
I am  not  worrying  about  that. 

With  Mr.  Willard’s  contention  that  his  chief  problem  at  New  York 
TOiicerns  physical  facilities  in  the  harbor,  the  Port  of  New  York  Authority 
is  in  agreement 

It  is  apparent  from  the  record  that  the  prime  need  of  the  Baltimore 
and  Ohio  is  not  so  much  for  additional  routes  to  the  Port  of  New  York 
as  for  adequate  and  conveniently  located  terminals  at  the  port. 

The  terminal  difficulties  of  the  Baltimore  and  Ohio  in  New  York  harbor 
would  be  solved  if  the  extensive  facilities  now  in  possession  of  the 

’Finance  Docket  8012,  Hearings  January  27.  1930. 

^Finance  Docket  4741,  Stenographer’s  Minutes,  Hearings  June  22,  23,  1925. 

Docket  12964,  Brief  on  Behalf  of  the  Port  of  New  York  Authority,  January  1,  1924,  p.  354. 


Central  Railroad  of  New  Jersey  were  made  a part  of  its  system.  If  this 
problem  can  not  be  solved  by  agreements  providing  for  joint  operation  or 
use  of  terminals,  there  is  much  to  be  said  for  consolidation  from  the  stand- 
point of  the  business  interests  of  the  Baltimore  and  Ohio. 

It  is  not  clear,  however,  that  the  position  of  shippers  or  passengers  would 
he  changed  by  the  absorption  of  the  Central  Railroad  of  New  Jersey  and 
the  Reading.  At  the  present  time  the  Baltimore  and  Ohio  reaches  New  York 
over  Reading  and  Central  Railroad  of  New  Jersey  lines.  Each  day  twenty 
Baltimore  and  Ohio  passenger  trains  move  over  these  tracks,  and  the  traveler 
is  not  aware  that  he  is  riding  over  foreign  lines. 

Freight  between  Philadelphia  and  New  York  moves  under  joint  opera- 
tion. The  trains  are  conducted  by  crews  made  up  as  follows ; 

25% — Baltimore  and  Ohio; 

50% — Reading  Company ; 

25%' — Central  Railroad  of  New  Jersey. 

At  other  points  the  Baltimore  and  Ohio  cars  are  interchanged  with  the 
Reading  and  reach  New  York  harbor  under  direction  of  Reading  manage- 
ment, or  via  connecting  carriers.  The  heavy  interchange  figures  which 
have  already  been  indicated  show  the  extent  to  which  the  Baltimore  and 
Ohio  is  using  the  facilities  offered  by  the  Reading. 

In  the  past  this  service  seems  to  have  been  satisfactory  both  to  the 
Reading  and  to  the  Baltimore  and  Ohio.  We  have  been  unable  to  locate  any 
complaints  either  formal  or  informal.  Commissioner  Eastman  says  that 
under  the  present  arrangement  the  Baltimore  and  Ohio  has  “with  great  suc- 
cess reached  New  York.”‘‘  Even  Professor  Ripley,  who  favored  the  Balti- 
more and  Ohio-Reading  merger,  seemed  to  feel  that  the  Baltimore  and  Ohio’s 
position  in  New  York  is  such  that  it  is  able  to  “compete  effectively  with  the 
other  systems,”®  but  he  believed  this  condition  could  not  be  continued  unless 
the  Baltimore  and  Ohio  has  a direct  entrance  into  New  York. 

So  long  as  railroads  can  work  together  cooperatively  as  the  Reading 
and  the  Baltimore  and  Ohio  have  done,  the  public  apparently  has  little  interest 
one  way  or  another  in  the  proposed  consolidation  so  far  as  existing  physical 
routes  are  concerned.  A western  traffic  manager  put  the  case  as  follows  :® 

The  objective  is  not  so  much  the  creation  of  a line  under  single 
management  ...  as  it  is  the  preservation  of  a through  route.  The 
units  in  each  case  of  these  through  routes  need  not  be  under  one  manage- 
ment to  preserve  them. 

In  the  present  east-west  routing  via  Baltimore  and  Ohio-Reading  and 
New  York  Central-Reading  lines  we  find  a situation  apparently  similar  to  that 
described  by  Commissioner  Eastman  in  the  proposed  acquisition  of  the  Pere 
Marquette  and  the  Erie  by  the  Chesapeake  and  Ohio  d 

It  is  not  shown  that  there  is  any  lack  of  through  routes  and  joint 
rates,  or  that  any  connection  has  attempted  to  obstruct  the  traffic. 

n59  I.C.C.  561. 

=63  I.C.C.  490. 

=Spence,  Louis  J.,  Southern  Pacific  Railroad,  Docket  12964,  p.  44,  Hearings  February  26,  1923. 
U38  I.C.C.  534. 
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3.  Regarding  passenger  traffic,  the  Reading  with  its  connections  main- 
tains the  following  through  Pullman  service  ; 


Betzveoi 

Philadelphia  and  Wilkes-Barre 
Philadelphia  and  Rochester 
Philadelphia  and  Buffalo 
Philadelphia  and  Detroit 
Philadelphia  and  Toronto 
Philadelphia  and  Chicago 
Philadelphia  and  S\  racuse 
Philadelphia  and  Binghamton 
Philadelphia  and  New  York 
Philadelphia  and  Scranton 
Harrisburg  and  New  York 
Wdlliamsport  and  New  York  via 
T amaqua 

Atlantic  City  and  New  York 


Via 

Lehigh  X'alley 
Lehigh  \’alley 
Lehigli  \kdley 

Lehigh  \'alley — Michigan  Central 
Lehigh  X'Ylley — Canadian  National 
Lehigh  AYllev — [Michigan  Central 
C.  R"  R.  of  N.  1—-D.  L.  & W. 

C.  R.  R.  of  N.  T.— D.  L.  & W. 

C.  R.  R.  of  N.  j. 

C.  R.  R.  of  N.  J. 

C.  R.  R.  of  N.  J. 

C.  R.  R.  of  N.  J. 

C.  R.  R.  of  N.  J. 


The  Central  Railroad  of  New  Jersey  and  the  Reading  operate  as  one 
road  so  far  as  travelers  are  concerned.  The  through  service  offered  Baltimore 
and  Ohio  trains  has  alreadv  been  mentioned  and  need  not  he  discussed  further. 

Consolidation  of  the  Reading  and  the  Baltimore  and  Ohio  would  proba- 
bly have  no  effect  upon  the  passenger  service  in  general,  since  the  co- 
operation between  the  carriers  involved  is  now  effective. 


CHAPTER  XLIX 

THE  PROBLEM  OF  NEW  ROUTES 

If  rates  are  undisturbed  it  is  not  likely  that  the  physical  routing 
facilities  now  offered  by  the  Reading  would  he  altered  as  a result  of  con- 
solidation. There  is,  however,  a new  angle  to  the  problem  that  must  he 
considered : the  proposal  of  the  Baltimore  and  Ohio  to  develop  a new  route 
across  Pennsylvania  from  Butler  to  Williamsjwrt,  and  from  the  latter  point 
to  New  York  via  the  Reading  and  the  Central  Railroad  of  New  Jersey. 

From  the  standpoint  of  the  eastern  district  of  the  United  States,  the 
creation  of  additional  physical  facilities  for  handling  traffic  in  the  immediate 
future  does  not  seem  to  be  required. 

The  statistics  of  the  total  revenue  tonnage  in  this  area  show  but  slight 
increase  since  the  war,  or  even  in  comparison  with  the  volume  of  freight 
moved  in  1914,  as  the  following  table,  based  on  typical  years  indicates  d 

Revenue  Tons  (Cl.\ss  I R.vii.ro.vds ) Eastern  District 


Year  Originaied  Carried 

1914 502,712,000  1,105,436,000 

1919  524,149,0(.X)  1,156,703,000 

1920  606,786,000  1,253,468,000 

1923 597,892,000  1,295,112,000 

1928 545,968,000  1,238,607,000 


Traffic  since  the  war,  in  Eastern  territory  especially,  has  not  grown  for 
several  reasons : the  movement  of  the  center  of  population  and  industry 

^Tonnage  and  operating  statistics  are  compiled  from  the  Annual  Refort  of  the  Interstate  Com- 
merce Commission,  1929. 
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towards  the  west,  the  increased  use  of  waterways,  intensihed  motor  com- 
petition, the  development  of  pipe  lines,  and  the  changes  brought  about  by  the 
elimination  of  the  Pittsburgh  Plus  basis  for  selling  steel.  Many  railroad 
men  feel  that  it  is  reasonable  to  assume  that  tonnage  in  Eastern  territory 
will  normally  increase  at  a rate  not  greater  than  one  per  cent  to  two  per 
cent  a year. 

In  spite  of  the  slight  increase  of  tonnage  since  1914,  the  ability  of  the 
railroads  to  handle  traffic  has  greatly  improved. 

Based  on  the  following  statistics  for  the  country  we  find  that  train 
and  car  loads  are  heavier,  tractive  power  of  locomotives  is  greater,  and  car 
capacity  is  increased : 

Average  Average  Tractive  Poivcr  Car 


Train  Car  Load  of  Locomotives  Capacity 
Year  Load  (tons)  (tons)  (pounds)  (tons) 

1914  460.40  21.09  31,006  39.1 

1928  718.32  26.59  43,838  45.8 


In  addition  to  these  evidences  of  abilit}"  to  handle  a larger  volume  of 
tonnage  is  the  increased  speed  of  freight  movements  that  is  especially  marked 
since  the  war.  The  indices  of  this  reduced  time  element  in  shipments  are 
as  follows 

1914-1928 

Item  (average)  1928  1929 

Miles  per  freight  car  per  day  29.4  31.2  32.4 

Locomotive  miles  per  freight  locomotive  day  59.5  61.4  65.2 

The  relatively  static  volume  of  tonnage  coiptled  with  the  increased 
ability  of  the  railroads  to  handle  it,  points  to  the  conclusion  that  for  some 
time  to  come  the  present  railroad  plant  is  adequately  equipped  to  take  care 
of  the  freight  demands  in  ea.stern  territory. 

jJj  sf:  ^ 

While  the  economic  needs  of  the  eastern  territory  do  not  in  general  call 
for  new  line  construction,  it  is  in  the  public  interest  that  the  physical  plant 
already  built  be  utilized  to  the  fullest  capacity,  and  that  communities  get 
the  best  possible  transportation  service  from  existing  railroads. 

-Riireaii  of  Railway  Economics,  Misc.  Scries  No.  51. 


CHAPTER  L 

THE  PROPOSED  NEW  ROUTE 

The  new  route  proposed  by  the  Baltimore  and  Ohio  is  based  for  the 
most  part  on  the  utilization  of  existing  physical  railroad  facilities. 

The  main  line  of  the  Baltimore  and  Ohio  extends  from  Chicago  to 
New  Castle  Junction;  from  this  point  it  turns  south,  passing  through  Pitts- 
burgh, Connellsville  and  Cumberland,  on  its  way  to  Washington  and  Balti- 
more. 

In  its  plan  for  the  new  route  across  the  State  the  Baltimore  and  Ohio 
proposes  to  use  its  own  line  from  New  Castle  Junction  to  Butler.  From 
Butler  the  tracks  of  the  Buffalo,  Rochester  and  Pittsburgh  and  the  Buffalo 
and  Susquehanna  would  carry  the  traffic  to  Sinnemahoning,  seventy-five  miles 
from  Williamsport.  To  reach  Williamsport  it  would  be  necessary  to  con- 
struct a line  at  a cost  of  ten  to  fifteen  million  dollars,  or  to  secure  trackage 
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rights  over  the  Pennsylvania.  From  Williamsport  the  Reading  and  the 
Central  Railroad  of  Rew  Jersey  would  be  used  to  reach  New  York  harbor. 

The  proposed  route  would  provide  a line  eighty-three  miles  shorter 
between  Chicago  and  New  York  than  the  present  Baltimore  and  Ohio,  while 
the  maximum  elevation  to  be  crossed  would  be  some  seven  hundred  feet  lower. 

The  Interstate  Commerce  Commission  has  already  granted  the  Baltimore 
and  Ohio  the  right  to  acquire  the  first  two  lines  of  this  proposed  route — the 
Buffalo,  Rochester  and  Pittsburgh  and  the  Buffalo  and  Susquehanna.  The 
approval  of  the  Commission,  however,  was  not  based  on  the  merits  of  the 
new  route,  but  on  other  considerations. 

^ 

Before  discussing  the  relation  between  this  route  and  the  merger  of  the 
Reading  in  the  Baltimore  and  Ohio  three  phases  of  the  propsed  line  will  be 
presented;  (1)  its  significance  to  the  central  part  of  the  State;  (2)  its 
bearing  on  the  terminal  problem;  and  (3)  its  importance  to  Pittsburgh 
shippers. 

1.  A glance  at  the  map  of  Pennsylvania  shows  that  there  is  no  through 
east-west  trunk  line  in  the  north  central  part  of  the  State.  Such  a line 
is  now  proposed  by  the  Baltimore  and  Ohio. 

Although  there  is  no  trunk  line  in  the  north  central  section  of  the  State, 
this  territorv  is  not  devoid  of  transportation  facilities.  The  general  region 
is  served  by  the  New  York  Central,  and  the  Pennsylvania,  not  to  mention 
the  smaller  railroads  that  are  local  to  this  territory. 

Over  these  lines  through  rates  exist  and  traffic  moves  in  heavy  volume. 
The  principal  traffic  is  bituminous  coal,  the  resources  of  which  in  the  most 
important  railroad  territories  are  as  follows ; 


Bituminous  Coal 

Railroad  Territory  Resources  (tons) 

Buffalo.  Rochester  and  Pittsburgh  1,240,000,000 

New  York  Central  250,000,000 

Buffalo  and  Susquehanna  55,000,000 


The  bulk  of  the  coal  traffic  in  this  district  is  north  bound  to  the  Lakes, 
but  the  eastern  movement  is  of  considerable  importance.  For  example,  the 
deliveries  in  1928  to  the  Reading  via  Newberry  Junction  from  the  New 
York  Central  and  the  Buffalo,  Rochester  and  Pittsburgh  (via  connections), 
were  as  follows ; 


iV.l  .C.  RR  via  New-  B.  R.  &■  P.  Connections 


Year  berry  Junction  via  Newberry  Junction 

1925  3,078,218  352,859 

1926  3,401,695  698,833 

1927  2,068,324  739  832 

1928  2,364,654  787,121 

1929  2,484,024  770,193 


As  a return  movement  the  Reading  ships  anthracite  to  the  Lakes  via 
New  York  Central  and  Pennsylvania  connections  as  follows ; 


. . Per  Cent  of  Anthracite 

Destinations  Originating  on  Reading 

To  points  west  of  Buffalo  via  New  York  Central  4.7 

To  points  in  Canada  via  St.  Lawrence  gateways  1.8 

To  points  in  Northern  New  England  .' 2.9 

To  points  in  New  York  State  3.9 

To  points  in  Pennsylvania  2 

To  points  on  Lakes  via  Ashtabula  1.4 
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For  shipments  of  coal,  therefore,  routes  already  exist.  To  the  extent 
that  the  new  route  merely  diverts  traffic  from  existing  carriers,  there  is  no 
public  interest  in  the  proposal.  If  the  new  route,  however,  results  in  im- 
proved coordination  of  service  there  is  much  to  commend  it.  It  is  this  re- 
sult that  Mr.  Willard  expects  to  achieve,  as  he  explained  upon  cross-examina- 
tion in  the  hearings  on  the  Buffalo  and  Susquehanna  acquisition  d 

0.  What  are  the  practical  advantages  in  dealing  with  this  long  dis- 
tance traffic  on  a single  line  or  a double  line  haul  ? 

A.  (Air.  Willard)  There  is  onl_\'  one  responsible  agent  to  be  dealt 
with  in  the  case  of  loss  or  damage  or  delay,  and  it  is  less  liable  for  loss 
and  damage  and  delay  if  one  set  of  operating  officials  [is]  responsible  for 
the  whole  distance,  rather  than  a number  of  different  ones  as  is  the  case 
today.  . . . The  business  that  we  would  send  over  this  particular  line 
would  move  seventy  miles  with  one  operating  organization,  then  it  would 
be  transferred  to  the  Buffalo  and  Susquehanna,  and  another  organiza- 
tion wottld  have  charge  of  it  for  fifty-five  miles,  and  then  it  would  be 
turned  over  to  the  Pennsylvania  perhaps,  and  they  would  handle  it  for 
seventy-five  miles  and  then  it  would  be  turned  over  to  the  Reading  and 
that  wonld  handle  it  until  it  was  turned  over  to  the  Jersey  Central  and 
then  that  would  take  it  to  destination.  I am  sure  any  man  familiar  with 
transportation  would  say  that  if  that  whole  operation  were  continuous, 
one  owner  and  the  same  management,  it  would  be  much  more  conveni- 
ent and  satisfactoi'y  to  the  public  and  certainly  much  better  schedules 
could  l)e  maintained  if  the  single  line  operation  were  in  effect. 

0.  Would  we  get  any  better  haul  on  fruits  from  Southern  California 
if  we  had  through  lines  all  the  way? 

A.  I think  there  is  some  limit  to  the  principle  I have  advanced.  After 
all,  your  agent  is  a human  being  and  there  is  some  question  as  to  how 
far  and  how  well  one  man's  jurisdiction  may  be  extended,  and  efficiently 
extended.  ...  I should  think  it  would  he  a good  thing  for  the  ship- 
pers who  mine  the  coal  to  have  a general  direct  haul  operation  from  their 
mines  to  Buffalo  and  Rochester  and  to  the  Lake,  where  the  Buffalo, 
Rochester  and  Pittsburgh  operates  a ferry  to  Canada. 

Here  we  have  a situation  essentially  different  from  that  obtaining  at 
Shippensburg  and  Williamsport  with  Reading  connections,  where  the  multi- 
ple line  haul  is  an  efficient  operation  practically  equivalent  to  the  movement 
over  one  system. 

Although  we  can  not  say  that  the  proposed  new  route  is  essential  to  the 
marketing  of  hard  and  soft  coal  which  now  moves  freely,  the  idea  of  the 
development  of  a practical  through  route  under  Baltimore  and  Ohio  control 
has  much  in  its  favor.  The  development  of  the  territory  farther  south,  on 
a line  from  Pittslnirgh  to  Philadelphia,  has  been  due  in  part  to  the  fact  that 
the  Pennsylvania  main  line  traverses  this  region.  May  not  some  development 
be  expected  to  take  place  along  the  Butler-Dubois- Williamsport  route  with 
the  creation  of  a trunk  line  under  the  management  of  the  Baltimore  and  Ohio? 

2.  The  second  element  in  the  proposed  new  route  is  its  bearing  upon 
municipal  terminals. 

At  the  ])resent  time  the  Baltimore  and  Ohio,  in  order  to  get  the  benefit  of 
the  long  haul,  routes  traffic  between  Chicago  and  New  York  via  Pittsburgh, 
Baltimore  and  Philadelphia.  The  assertion  is  made  that  by  the  possible 
diversion  of  traffic  via  the  northern  route  an  expenditure  of  thirty  to  forty 

’Finance  Docket  8012,  Minutes,  Hearings,  January  27,  1930. 
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million  dollar^  in  the  Pittsburgh  district  may  be  avoided,  and  that  there  may 
be  an  annual  saving  of  231  million  gross  ton  miles. - 

Although  congestion  at  terminals  is  not  a problem  at  the  present  time, 
we  can  see  elements  of  efficiency  in  routing  freight  in  such  a way  that  the 
municipal  areas  are  avoided. 

The  Pittsburgh  terminal  presents  difficulties  from  an  operating  stand- 
point that  might  he  avoided  if  the  northern  route  via  Butler  and  Williamsport 
were  available. 

Through  the  Pittsburgh  terminal  an  average  of  139  trains  and  114  light 
engines  move  daily.  Train  speed  is  regulated  by  various  boroughs  in  which 
there  are  106  grade  crossings.  All  trains  are  compelled  to  pass  through  the 
Schenley  two-track  tunnel  which  is  approached  from  Laughlin  Junction  by 
a grade  of  1.3  per  cent.  The  result  is  that  tonnage  trains  in  this  terminal 
must  have  the  help  of  Mikado  type  pusher  locomotives. 

While  the  Pittsburgh  terminal  is  capable  of  handling  at  least  ten  ])er 
cent  greater  volume  of  tonnage  than  at  present,  it  is  evident  that  operating 
problems  present  a strong  argument  for  the  diversion  of  traffic. 

3.  From  the  standpoint  of  Pittsburgh  shippers  the  proposed  new  route 
may  ofifer  certain  advantages  for  movements  to  the  East. 

At  the  present  time  freight  moves  from  Pittsburgh  to  New  York  over 
many  routes.  The  Pennsylvania  offers  the  shortest  line,  442  miles.  Other 
routes  via  such  points  as  Buffalo,  Wallace  Junction,  and  Connellsville,  though 
longer  in  mileage,  hear  the  same  rate  as  via  the  Pennsylvania  Railroad,  and 
offer  Pittsburgh  shippers  alternate  means  of  reaching  the  Eiast. 

The  Interstate  Commerce  Commission  is  now  proposing'®  that  the  Pitts- 
burgh-New York  rate  may  no  longer  ap]:>ly  to  routes  that  are  fifty  per  cent 
longer  than  the  shortest  direct  route,  and  that  run  through  higher  rated  terri- 
tory. If  this  principle  be  adopted  four  routes  will  be  closed  to  Pittsburgh 
shippers. 

One  of  the  routes  that  would  he  aff'ected  by  the  operation  of  the  new 
principle  is  that  offered  by  the  Baltimore  and  Ohio  via  Painesville,  Ohio,  and 
New  York  Central  Lines.  Since  the  distance  from  Pittsburgh  to  New  York 
via  Painesville  is  727  miles  it  would  obviously  be  closed  to  Pittsburgh  ship- 
pers if  the  Commission  carries  out  its  policy  regarding  circuitous  routes. 

The  distance  from  Pittsburgh  to  New  York  via  the  proposed  new 
through  line  is  480  miles.  Since  this  distance  is  only  slightly  in  excess  of 
the  direct  Pennsylvania  mileage,  this  route  would  not  come  under  the  ban 
of  the  Commission.  It  would,  therefore,  ofi’er  a substitute  to  Pitthurgh  ship- 
pers for  the  loss  of  the  Painesville  route. 

Whether  or  not  the  Interstate  Commerce  Commission  closes  certain  ex- 
isting avenues  of  traffic,  the  proposed  new  route  of  the  Baltimore  and  Ohio 
offers  an  additional  outlet  from  Pittsburgh  to  the  Ea.st. 

^Finance  Docket  7645,  Report  of  Assistant  Director  Burnside;  and  testimony  of  Mr.  T.  T.  Ekin 
Finance  Docket  8012,  Hearings  January  27,  1930. 

^Fourth  Section  Application,  Docket  13647,  et  al. 


CHAPTER  LI 

THE  READING  AND  TFIE  NEW  ROUTE 

Laying  aside  the  question  whether  the  proposed  new  route  would  be  in 
the  public  interest,  the  immediate  problem  to  consider  is  whether  it  would  he 
developed  if  the  Reading  and  the  Central  Railroad  of  New  Jersey  are  not 
incorporated  in  the  Baltimore  and  Ohio  System. 
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This  issue  was  raised  in  the  hearings  in  which  the  acquisition  of  the 
Buffalo  and  Susquehanna  was  discussed  before  the  Commission.  We  shall 
present  the  testimony  on  this  point  as  it  is  recorded  by  the  official  stenog- 
rapher d 

Q.  Is  there  any  purpose  which  would  lead  the  Baltimore  and  Ohio 
to  pay  $90  a share  for  that  stock  (Buffalo  and  Susquehanna)  except  the 
possibility  of  this  new  line? 

A.  (Mr.  George  Shriver,  Senior  Vice  President,  Baltimore  and 
Ohio)  I do  not  think  the  Baltimore  and  Ohio  would  be  in  the  market 
for  this  railroad  if  it  did  not  have  an  interest  in  the  through  line  propo- 
sition . . . 

Q.  If  you  fail  to  get  it  (the  Reading),  or  if  it  went  to  some  other 
company,  it  would  make  considerable  difference  with  respect  to  this  route, 
would  it  not? 

A.  It  would  make  some  difference  from  the  standpoint  of  the  Balti- 
more and  Ohio.  It  would  not  affect  the  route  at  all.  The  route  is  there 
and  is  a more  effective  and  economical  route  and  a much  shorter  route 
than  any  we  now  have. 

Q.  That  through  line  . . . would  be  effective  even  though  the  Read- 
ing and  the  Central  Railroad  of  New  Jersey  would  be  assigned  else- 
where ? 

A.  (Mr.  Daniel  Willard)  Not  to  the  same  extent.  But  the  line 
would  be  open  and  if  the  Reading,  as  has  been  suggested,  were  made  a 
terminal  line  we  would  want  to  connect  with  it  or  get  as  close  to  it  as 
possible.  ...  I do  not  wish  to  be  understood,  as  suggested,  that  as  an 
alternative  to  the  through  line  that  would  be  equally  satisfactory.  In 
my  opinion  it  would  not  be. 

Q.  How  much  traffic  would  be  available  for  the  road  tomorrow? 

A.  Eventually  there  would  be  substantially  heavy  traffic  available. 
Of  course,  it  would  not  he  to  our  interest  to  put  business  over  that  line 
nozv'  for  the  East  tvliich  we  could  haul  without  interruption  over  our 
line.-  (Italics  are  ours.) 

At  another  time  Mr.  Willard  put  his  case  as  follows 

It  is  hardly  necessary  to  say  that  the  Baltimore  and  Ohio,  having 
originated  business  in  the  West  for  points  in  the  East  would  not  volun- 
tarily give  the  business  up  to  a competitor  and  forego  the  opportunity 
of  making  such  profit  as  it  might  get  out  of  it.  We  would  not  expect  - 
to  have  it  go  away  if  we  were  able  to  give  it  good  rates  and  furnish  as 
good  service  as  our  competitors. 

In  our  opinion  the  new  route  would  be  a desirable  experiment.  It  is 
a matter  of  opinion  how  important  it  is  to  the  State,  and  to  what  extent  its 
usefulness  depends  on  the  acquisition  by  the  Baltimore  and  Ohio  of  the 
Reading  and  the  Central  Railroad  of  New  Jersey. 

The  attitude  of  the  Interstate  Commerce  Commission  is  expressed  as 
follows  P 

No  conclusion  can  now  be  reached  as  to  the  public  necessity  for  the 
applicant’s  (Baltimore  and  Ohio’s)  proposed  route,  nor  as  to  the  pros- 
pect of  its  full  development. 

'Finance  Docket  8012,  Hearings,  January  27,  1930. 

“Finance  Docket  4741,  Stenographer’s  Minutes,  Hearings,  June  22,  23,  1925,  p.  128. 

“Finance  Docket  8012,  Decree  of  Commission,  May  16,  1930. 
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Theoretically  the  fullest  development  of  the  through  route  is  evidently 
dependent  on  the  acquisition  of  the  Reading  and  the  Central  Railroad  of 
New  Jersey  hy  the  Baltimore  and  Ohio.  It  by  no  means  follows,  however, 
that  the  new  route  is  entirely  conditioned  by  the  acquisition  of  the  Reading. 
If  the  Baltimore  and  Ohio  retains  a substantial  financial  interest  in  the  Read- 
ing, and  divisions  are  satisfactory,'  it  might  have  the  same  incentive  to  use 
this  route  that  it  now  has  to  route  commodities  over  the  Reading  via  Ship- 
pensburg. 

If  in  the  long  run  it  becomes  evident  that  the  proposed  new  route  is  sig- 
nificant to  the  economic  development  of  the  State,  and  that  the  merger  of 
the  Reading  in  the  Baltimore  and  Ohio  is  essential  to  its  usefulness,  a strong 
argument  in  favor  of  the  proposed  consolidation  will  have  been  made.  In 
advance  of  the  actual  facts,  however,  it  would  be  premature  to  formulate 
definite  conclusions. 
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SECTION  3 

Economic  Development  of  the  State: 
b.  Port  of  Philadelphia. 


CHAPTER  LII 

THE  PROBLEM  OF  THE  PORT  OF  PHILADELPHIA 

Besides  the  economic  factor  of  traffic  routes,  the  position  of  the  Port 
of  Philadelphia  is  involved  in  the  proposed  merger  of  the  Reading  in  the 
Baltimore  and  Ohio.  In  what  way  would  the  Port  of  Philadelphia  be  affected 
by  a merger  of  the  Reading  in  the  Baltimore  and  Ohio  System? 

Philadelphia  is  in  a sharp  competitive  struggle  with  the  ports  on  the 
Atlantic  seaboard,  notably  New  York  and  Baltimore.  Since  the  laying  of 
its  corner  stone  in  1828,  the  Baltimore  and  Ohio  has  naturally  been  inter- 
ested in  developing  the  Port  of  Baltimore,  while  the  Reading  from  its  in- 
ception has  fought  the  battle  for  the  Port  of  Philadelphia.  In  the  event 
of  a merger  following  the  plans  of  the  Commission,  a railroad  system  would 
he  created  with  its  interest  divided  between  New  York,  Philadelphia  and 
Baltimore. 

The  business  interests  of  Philadelphia  feel  that  the  port  would  be  men- 
aced by  the  absorption  of  the  Reading.  The  attitude  of  the  commercial 
organizations  of  Philadelphia  is  expressed  fairly  and  with  detachment  by 
Dr.  Emory  R.  Johnson,  who  combines  a knowledge  of  the  local  situation 
with  the  objective  point  of  view  of  the  scholar:^ 

The  business  organizations  in  Philadelphia  are  opposed  to  the  Read- 
ing Railway’s  becoming  a part  of  another  system  not  primarily  inter- 
ested, as  is  the  Reading,  in  the  development  of  the  trade  of  Philadelphia. 
These  business  organizations  have  formed  a joint  committee  to  appear 
before  the  Interstate  Commerce  Commission  when  the  Commission  has 
hearings  upon  the  petition  of  the  Baltimore  and  Ohio  Railroad  to  acquire 
the  Reading  Railway  and  its  controlled  line,  the  Central  Railroad  of 
New  Jersey.  This  opposition  of  business  interests  of  Philadelphia  is 
one  that  they  might  be  expected  to  have,  because  the  Reading  Rail- 
way has  always  been  especially  concerned  with  increasing  its  traffic 
through  the  port  of  Philadelphia.  It  has  made  liberal  investments  in 
terminal  facilities.  It  is  regarded  by  Philadelphia  as  its  particular 
champion,  whereas  the  Baltimore  and  Ohio  has  always  been  especially 
interested  in  the  develo]:)ment  of  traffic  through  the  Baltimore  gateway. 
It  does  not  follow  that  the  acquisition  of  the  Reading  by  the  Baltimore 
and  Ohio  would  cause  the  Baltimore  and  Ohio  to  interfere  with  the 
continued  activity  of  the  Reading  in  the  development  of  the  traffic 
at  Philadelphia,  but  in  the  minds  of  the  business  men  of  Philadelphia 
there  is  the  apprehension  that  the  Baltimore  and  Ohio  will  give  first 

'^Proceedings,  Academy  of  Political  Science,  Tune,  1929. 
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consideration  to  Baltimore  and  will  also  compete  with  especial  zeal  at 
New  York  for  the  commerce  to  and  from  that  great  traffic  center. 

A statement  made  by  Dr.  Johnson  more  recently  shows  that  as  a citizen 
of  Philadelphia  he  favors  the  maintenance  of  the  Reading  as  an  independent 
terminal  system 

In  Philadelphia  there  is  a very  pronounced  local  opposition  to  rail- 
road consolidation.  The  jieople  have  no  feeling  against  the  Baltimore 
and  Ohio — in  fact  I think  their  feeling  toward  that  road  is  very  friendly. 
At  the  same  time  the  people  of  Philadelphia  and  the  people  in  that  entire 
section  believe  that  their  interests  will  be  better  served  if  the  Reading 
remains  independent  of  the  Baltimore  and  Ohio.  I am  inclined  to  agree 
that  the  Reading's  future  interest  in  Philadelphia  would  be  lowered 
if  it  were  made  a part  of  the  Baltimore  and  Ohio  System  as  is  proposed. 
A more  aggressive  statement  than  either  of  those  of  Dr.  Johnson  is 
the  testimony  of  the  Philadelphia  Trade  Bodies  presented  l)efore  the  In- 
terstate Commerce  Commission 

The  great  danger  in  this  scheme  of  consolidation  would  he  in  bottling 
up  Philadelphia  as  a port,  and  would  retard  the  industrial  growth  of 
this  community  and  the  natural  expansion  that  would  be  expected  and 
realized  with  adequate  transportation  facilities. 

The  economic  issues  in  the  consolidation  project  as  it  bears  on  the  Port 
of  Philadelphia  involve  both  rates  and  service. 

-Eighteenth  Annual  Meeting,  Chamber  of  Commerce  of  the  United  States,  April  30,  1930. 
^Docket  12964,  Hearings,  June  23,  1923. 


CHAPTER  LIII 
PORT  DIFFERENTIALS 

How  would  the  proposed  consolidation  affect  the  Port  of  Philadelphia 
from  the  standpoint  of  rates? 

The  rate  structure  which  determines  the  competitive  relationship  of  the 
ports  of  Baltimore,  New  York,  Philadelphia  and  Boston  is  known  as  port 
differentials.  The  territory  to  which  the  differential  rates  apply  includes 
points  west  of  a line  drawn  through  Buffalo,  Erie,  and  Pittsburgh,  and 
extends  as  far  west  as  Wisconsin  and  Minnesota.^ 

The  following  relationshij)s  exist  between  New  York,  Philadelphia  and 
Baltimore,  and  differential  territory 


Item 

General  exports  

Philadelphia 
Bclozv  N CIV 
York  Rates, 
(cents) 

7 

Baltinwrc 
Bclozv  Nezv 
York  Rates, 
(cents) 

3 

1st  and  2nd  class  imports  

6 

8 

Coarse  Grain  and  Wheat  imports  

1 

1.3* 

Flour  for  export  

1 

0 

Flour  milled  from  Ex-Lake  grain 

0 

0 

* 

* 

■^Agreement,  February  1,  1889. 

^This  statement  describes  the  general  territory,  but  is  not  inclusive.  For  example,  a small 
proportion  of  Illinois  north  of  a line  to  the  Chicago  and  Northwestern  is  not  included. 

= 159  I.C.C.  692. 
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It  is  difficult  to  see  how  consolidation  would  disturb  port  differentials. 
They  are  not  issues  that  railroads  decide  for  themselves ; like  all  rate  matters, 
they  rest  with  the  Interstate  Commerce  Commission. 

The  North  Atlantic  port  differentials  were  established  in  1877.  For 
half  a century  they  have  been  attacked,  especially  by  the  commercial 
interests  of  New  York,  on  the  ground  that  the  rates  to  Baltimore  are  too 
low ; and  they  have  been  opposed  by  the  commercial  interests  of  Baltimore 
only  recently  on  the  ground  that  the  rates  to  Baltimore  should  be  much 
lower.  In  this  warfare  between  the  ports  the  Interstate  Commerce  Com- 
mission has  maintained  the  validity  of  the  differentials,  and  has  affirmed  that 
the  “rates  assailed  are  not  unreasonable,  unduly  prejudicial,  or  otherwise  in 
violation  of  the  Interstate  Commerce  Act.”^ 

The  position  of  the  Commission  in  maintaining  the  port  differentials  is 
in  keeping  with  the  principle  laid  down  by  it  in  the  Galveston  case  :* 

We  have  consistently  declined  to  disrupt  rate  groupings,  particularly 
where  they  existed  for  many  years,  unless  it  was  shown  that  the  pref- 
erence or  prejudice  which  they  involved  resulted  in  substantial  injury 
to  complaining  shippers  or  localities. 

That  the  rate  differentials  now  in  existence  affecting  the  ports  on  the 
Eastern  seaboard  will  never  be  disturbed  is,  however,  not  to  be  inferred.  The 
vigorous  dissenting  opinion  of  Commissioner  Eastman,  and  the  concurring 
opinion  of  Commissioner  Woodlock,  in  the  Baltimore  Chamber  of  Com- 
merce case,  decided  December  3,  1929,  make  such  an  assumption  untenable. 
However,  whether  the  port  differentials  remain  as  they  are,  or  are  altered 
by  the  Commission,  consolidation  of  the  Reading  and  the  Baltimore  and 
Ohio  would  theoretically  have  little  or  no  bearing  on  the  situation. 

From  a practical  standpoint  the  proposed  consolidation  would  deprive 
Philadelphia  of  a railroad  whose  influence  in  the  past  has  been  exerted  to 
promote  the  interests  of  its  port.  However,  since  the  Reading  at  the  present 
time  profits  by  hauling  freight  from  the  Philadelphia  district  to  New  York, 
it  cannot  be  asserted  that  the  interests  of  the  Reading  and  the  Port  of  Phila- 
delphia are  always  identical.  On  the  other  hand,  it  is  possible  to  imagine 
that  thej  Baltimore  and  Ohio,  with  a stake  in  three  ports,  might  tend  to  have 
its  position  neutralized  with  respect  to  port  differentials  and  port  promotion 
in  general. 

U59  I.C.C.  697. 

U28  I.C.C.  387. 


CHAPTER  LIV 

SERVICE  AT  THE  PORT  OF  PHILADELPHIA 

Can  it  be  maintained  that  the  consolidation  of  the  Reading  and  Baltimore 
and  Ohio  railroads  would  aft'ect  the  position  of  the  Port  of  Philadelphia  from 
the  standpoint  of  service?  The  problem  of  service  at  this  port  is  not  one  of 
facilities  capable  of  handling  tonnage ; it  is  rather  that  of  securing  tonnage 
in  such  quantity  that  ocean  carriers  will  be  attracted  to  the  port. 

Situated  between  New  York  and  Baltimore  the  business  interests  of 
Philadelphia  assert  that  their  port  is  located  between  His  Satanic  Majesty 
and  the  blue.  The  shipping  facilities  at  New  York  attract  the  merchandise 
freight,  while  the  lower  differential  to  Baltimore  acts  as  a magnet  for  the 
heavy  tonnage.  In  absolute  volume  of  tonnage  handled  the  port  of  Phila- 
delphia ranks  higher  than  the  port  of  Baltimore,  but  considerably  lower  than 
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New  York.  The  statistics  for  the  three  ports,  compiled  by  the  United  States 
Army  Engineers  for  1927,  are  as  follows  d 


Item  Neiv  York  Philadelphia  Baltimore 

(millions  of  tons) 

Total  tonnage  135  28  18 

Ocean  shipping  66  20 


It  would  be  a waste  of  time  to  discuss  what  should  be  the  relative  com- 
mercial positions  of  these  ports.  The  significant  fact  is  that  the  facilities  of 
the  port  of  Philadelphia  are  out  of  proportion  to  the  volume  of  its  tonnage. 
We  have  already  noted  the  excellent  harbor  facilities  supplied  by  the  Reading- 
Railroad,  and  have  pointed  out  the  large  amount  of  unused  dock  capacity. 
The  Army  Engineers  state  that  the  registered  tonnage  of  vessels  arriving  at 
Philadelphia  in  the  typical  year,  1927,  was  28,500,000.  A net  registered  ton 
is  a unit  of  space  and  must  be  multiplied  by  two  to  indicate  cargo  capacity. 
The  vessels  arriving  in  Philadelphia  in  1927  were  therefore  capable  of 
handling  57  million  cargo  tons,  but  the  total  volume  of  shipments,  inliound 
and  outbound,  amounted  approximatel}^  to  only  20  million  tons.” 

Shippers  affirm  that  fast  dei:)endable  sailings  make  New  York  an  attrac- 
tive port;  the  ocean  carriers,  on  the  other  hand,  maintain  that  the  lack  of 
tonnage  makes  the  port  of  Philadelphia  unprofitable  for  them.  The  port  of 
Philadelphia  seems,  therefore,  to  be  in  the  grip  of  a vicious  circle : tonnage 
shies  away  from  it  because  of  the  lack  of  shipping,  while  shipping  avoids 
Philadelphia  because  of  the  lack  of  tonnage. 

There  is,  of  course,  only  one  way  out  of  the  vicious  circle : increase  the 
tonnage  at  Philadelphia  for  ocean  shipping.  If  the  enlarged  Baltimore  and 
Ohio  could  increase  the  volume  of  overseas  freight  at  Philadelphia  it  would 
provide  the  solution  of  a problem  that  hitherto  has  remained  unsolved. 

The  proposed  Baltimore  and  Ohio  System,  like  any  business  enterprise, 
would  formulate  its  policy  towards  the  port  of  Philadeii-)hia  in  terms  of  self 
interest.  If  the  Baltimore  and  Ohio  absorbs  the  Reading  and  the  Central 
Railroad  of  New  Jersey  it  will  have  made  a large  investment  in  three  ports. 
Does  it  follow  that  the  port  of  Philadelphia  would  suffer  from  this  divided 
interest,  a divided  interest  similar  to  that  of  the  Pennsylvania  Railroad  with 
its  lines  reaching  New  York,  Philadelphia,  Baltimore  and  Norfolk? 

The  growing  congestion  at  New  York  as  well  as  the  higher  cost  of 
handling  freight  might  make  Philadelphia  the  more  desirable  port  for  the 
Baltimore  and  Ohio  System;  and  for  shipping  grain  from  the  Lakes  via  the 
proposed  route  across  the  State,  the  port-  of  Philadelphia  might  be  more 
attractive  from  a Inisiness  standpoint  than  Baltimore.  The  relative  costs  of 
handling  traffic  other  than  grain  and  coal  per  net  ton  at  the  three  ports  are 
as  follows 

Item  Nezv  York  Philadelphia  Baltimore  Boston 

(a)  Total  average  cost  $275  $1.10  $1,06  $1.85 

(b)  Cost  minus  other  revenues  2.69  1.01  .99  1.57 

(c)  Cost  minus  other  revenues  and  t:ixes . 2.21  .63  .64  .65 

^Report  of  Chief  Engineers.  United  States  Army.  Part  II,  1928. 

^Mr.  Thomas  R.  Taylor,  Assistant  Director  of  the  Burean  of  Forei.Sfn  and  Domestic  Commerce, 
has  pointed  out  the  complexity  that  surrounds  port  statistics.  The  Bureau  of  Foreign  and  Domestic 
Commerce  reports  the  value  of  import  and  export  trade  by  customs  districts:  the  United  States 
Shipping  Board  collects  cargo  figures  from  each  vessel;  and  the  Chief  of  Engineers  of  the  United 
States  Army,  through  its  report  agencies,  compiles  figures  on  domestic  and  foreign  movements.  In 
some  instances  the  tonnages  are  2000  pounds,  and  others,  2240.  Commerce  Reports,  January  2,  1928. 

^Certain  piers  served  by  the  Pennsylvania  were  excluded  in  the  original  study  which  apparently 
should  have  been  included.  Tonnage  and  costs  in  connection  with  these  piers  we/re  subsequently 
furnished,  and,  if  included  in  the  total,  the  $1.10  shown  under  (a)  would  be  reduced  to  $1.03.  ft 
is  not  possible  from  these  supplemental  figures  to  show  the  corresponding  reductions  in  (b)  and  (c). — 
159  I.C.C.  701. 
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The  corresponding  estimates  of  the  cost  of  handling  grain  at  the  various 
ports  are  as  follows  :* 


Item  NczvYork 

(a)  Total  average  cost  $1.22 

(b)  Cost  minus  other  revenues  1.12 


(c)  Cost  minus  other  revenues  and  taxes.  .67* 


Philadelphia  Baltimore 
$0.75  $1.84 

.27  .72 

.10  .41 


^ 


Boston 

$2.25 

1.68 

.36 


That  the  development  of  the  port  of  Philadelphia  might  not  be  compatible 
with  the  self  interest  of  the  enlarged  Baltimore  and  Ohio  was  the  opinion  of 
the  late  President  Albert  TI.  Smith  of  the  New  York  Central:® 

We  do  not  mean  to  take  the  narrow  ground  that  because  the  manage- 
ment of  the  Baltimore  and  Ohio  is  located  at  Baltimore,  and  because  the 
Baltimore  and  Ohio  is  historically-associated  with  that  city,  it  would  do 
anything  to  the  advantage  of  Baltimore  which  would  he  out  of  harmony 
with  economic  practices,  but  we  do  wish  to  point  out  that  ...  it  would 
always  under  the  existing  system  of  port  differentials,  he  to  the  interest 
of  that  company  to  handle  as  much  as  possilde  of  its  export  and  import 
traffic  through  the  ])ort  of  Baltimore,  and  as  little  as  possible  through 
Philadelphia  and  New  York.  The  Baltimore  and  Ohio  would  not 
practice  efficient  and  economical  management  if  it  were  to  handle  through 
the  ])ort  of  New  York  or  even  through  the  port  of  Philadelphia,  traffic  it 
could  handle  through  Baltimore. 

As  a practical  matter,  it  is  therefore  possible  that  it  might  be  to  the 
advantage  of  the  enlarged  Baltimore  and  Ohio  System  reaching  three  ports 
to  concentrate  its  tonnage  at  one  jxirt.  This  policy  would  undoubtedly  meet 
with  favor  and  reciprocal  effort  on  the  part  of  overseas  steamship  companies 
which  would  find  in  the  concentrated  tonnage  a solution  to  their  load  factor. 
If  Philadelphia  were  not  selected  as  the  point  of  concentration  for  overseas 
tonnage  it  would  he  adversely  affected  by  the  merger  of  the  Reading  in  the 
Baltimore  and  Ohio. 


*In  arriving  at  this  figure  it  was  necessary  to  separate  arbitrarily  the  expense  figure  for  the 
Erie,  which  consists  of  payments  to  a subsidiary  corporation  which  ])erforms  the  ultra-rail  service. 
It  is  assumed  that  40  per  cent,  of  these  payments  represented  interest  and  taxes  and  the  remainder 
operating  expenses. 

■*159  T.C.C.  701. 

‘^Docket  12964,  p.  11,096. 
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SECTION  3 

Economic  Development  ol  the  State: 
c.  Anthracite. 


CHAPTER  LV 
ANTHRACITE 

The  economic  position  of  Pennsylvania  is  closely  identified  with  anthra- 
cite. Within  the  five  counties,  Lackawanna,  Luzerne,  Schuylkill,  Carbon  and 
Northumberland,  an  area  of  484  square  miles,  lie  j^ractically  all  the  workahe 
seams  in  the  United  States.  The  original  deposits  of  coal  amounted  to  twenty 
billion  tons.  In  1925  seventeen  billions  remained  untouched.  Of  this  amount 
it  is  believed  that  approximately  nine  billion  tons  are  recoverable.  Theoreti- 
cally these  mines  at  the  present  rate  of  consumption  will  not  be  exhausted 
for  one  hundred  years,  although  depletion  will  be  noticed  in  certain  districts 
within  thirty-five  years,  and  increased  costs  of  operation  will  be  a fairly 
serious  factor  within  fifty  years.  It  is  believed  that  the  hard  coal  in  the  dis- 
trict served  by  the  Reading  will  last  from  seventy-five  to  one  hundred  years. ^ 

>Ir  jtc  i}? 

The  Reading  is  the  most  important  of  the  hard  coal  carriers.  Over  its 
tracks  approximately  twenty  per  cent  of  the  total  jjroduction  of  the  anthra- 
cite region  is  hauled ; and  of  the  volume  of  anthracite  carried  by  tbe  Reading 
ninety-five  per  cent  originates  on  its  own  lines.  Anthracite  constitutes  twenty 
per  cent  of  the  revenue  tonnage  of  the  Reading,  and  contributes  twenty-one 
per  cent  of  its  revenue. 

While  the  Reading  is  the  most  important  anthracite  carrier,  it  hauls  an 
even  larger  volume  of  bituminous  coal.  This  soft  coal  it  receives  from  con- 
nections of  which  the  Baltimore  and  Ohio  is  the  most  important. 

During  the  past  two  decades  the  position  of  Ijituminous  coal  in  Reading 
traffic  has  steadily  increased.  In  1908  the  Reading  carried  twelve  million  tons 
of  bituminous,  being  forty-four  per  cent  of  the  coal  traffic,  and  twenty-six  per 
cent  of  its  total  freight  tonnage.  Twenty  years  later,  in  1928,  its  bituminous 
tonnage  amounted  to  seventeen  million  tons,  constituting  sixty  per  cent  of  the 
coal  traffic,  and  thirty-three  per  cent  of  the  total  traffic. 

The  Reading  is  thus  interested  both  in  hard  and  soft  coal.  However, 
it  originates  practically  all  its  hard  coal,  while  it  is  entirely  dependent  upon 
connections  for  all  of  its  bituminous  coal.  Originating  tonnage  is  a valuable 
asset  to  a carrier.  It  gives  it  control  of  shipments  and  improves  its  bargain- 
ing position  with  connecting  lines.  It  has  many  times  been  remarked  that  in 
railroad  traffic  it  is  alw’ays  more  blessed  to  give  than  to  receive. 

Although  interested  both  in  bituminous  coal  and  antbracite,  tbe  Reading 
has,  therefore,  a special  interest  in  the  commercial  position  of  anthracite. 
Moreover,  hard  coal  is  in  need  of  a special  champion  in  view  of  tbe  competi- 
tive conditions  it  meets  in  the  markets  of  the  world.  It  is  forced  to  compete 


^Coal  Resources  of  the  World,  Vol.  II. 
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with  soft  coal,  especially  the  smokeless  variety,  with  oil,  coke,  electricity  and 
gas.  Anthracite  operators  find  themselves  caught  up  in  a maze  of  complex 
economic  forces  involving  all  forms  of  heat  and  power. 

jjc  ^ 

Will  anthracite  be  placed  in  a better  or  worse  position  if  the  Reading 
is  absorbed  in  the  Baltimore  and  Ohio?  So  long  as  it  is  profitable  for  the 
larger  system  to  transport  anthracite  we  can  see  no  reason  why  there  should 
be  any  change  in  its  present  physical  distribution. 

As  indicating  interest  in  the  development  of  anthracite  mines  it  is  known 
that  the  Baltimore  and  Ohio  a few  months  ago  took  a 25  per  cent  participa- 
tion in  the  issue  of  the  Reading  Coal  and  Iron  Company  securities.  This 
issue  was  put  out  in  order  to  raise  funds  with  which  to  modernize  the  anthra- 
cite mines  and  to  maintain  the  position  of  hard  coal  in  commercial  markets. 

The  only  point  that  can  be  raised  against  the  merger  from  the  standpoint 
of  the  anthracite  operators  is  that  the  relative  interest  of  the  proposed  Balti- 
more and  Ohio  System  in  anthracite  would  be  considerably  less  than  that 
of  the  present  Reading.  On  this  account  there  is  the  fear  that  the  anthracite 
interests  might,  in  case  of  the  absorption  of  the  Reading,  suffer  from  the 
standpoint  of  car  supply,  rate  adjustments,  and  other  elements  of  service  with 
which  it  is  now  reasonably  supplied.^ 

*This  was  the  position  taken  by  A.  C.  Dodson,  representing  the  Anthracite  Coal  Operators 
Association,  in  testimony  presented  to  the  Commission  in  1923.  Docket  12964,  p.  8641. 
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SECTION  4 

Rates  and  Costs  ol  Transportation: 


CHAPTER  LVI 


CONFLICTING  VIEWS  ON  ECONOMIES 


The  final  test  by  which  the  public  interest  in  the  consolidation  of  railroads 
will  he  measured  deals  with  rates.  Would  consolidation  result  in  lower 
rates?  Shippers  obviously  will  have  much  to  gain  if  rates  are  reduced,  pro- 
viding railroad  credit  is  maintained ; and  the  public  as  a whole  will  lienefit 
inasmuch  as  ultimately  it  is  the  public  that  pays  the  freight  charges. 

If  consolidation  materially  reduces  costs,  even  though  rates  are  not 
lowered,  the  public  interest  will  be  promoted  through  imiirovement  of  rail- 
road credit. 

In  the  present  cycle  of  falling  prices  it  is  natural  for  shii)pers  to  expect 
a downward  trend  of  rates.  Based  on  the  earning  ability  of  the  railroads, 
however,  there  is  ground  for  believing  that  rates  should  he  increased,  d'h.e 
return  on  the  property  invested  in  railroads  has  not  equalled  five  per  cent 
since  the  war,  in  spite  of  the  record  tonnages  handled  lieginning  with  1921). 
The  rate  of  return  by  years  since  1921  is  as  follows  9 


Year 

1921 

1922 

1923 

1924 

1925 

1926 

1927 

1928 

1929 


Per  Cent 
Return 
2.84 
3.58 
4.33 
4.21 
4.74 
4.98 
4.29 
4.64 
4.95 


In  view  of  the  financial  position  of  the  railroads  that  has  been  described, 
it  appears  that  it  is  only  through  reductions  in  operating  expenditures  that  a 
general  lower  rate  level,  let  alone  the  forestalling  of  rate  increases,  is  possible. 
Whether  railroad  consolidation  would  jmoduce  economies  of  such  magnitude 
that  it  could  l)e  credited  with  aiding  in  the  solution  of  financial  problems  of 
the  railroads  and  rate  problems  of  the  shippers  is  questionable. 

Those  who  expect  economies  from  the  consolidation  of  railroads  pre- 
suppose the  following:  concentration  of  shops,  unification  of  facilities,  re- 
duction of  empty  car  miles,  elimination  of  interchange  and  per  diem  account- 
ing, large  scale  purchasing,  standardization  of  equipment,  direct  routing,  re- 
duction in  the  size  of  administrative,  labor  and  clerical  forces,  and  savings  in 
advertising  and  solicitation. 

There  is  much  confusion  of  opinion  with  respect  to  the  extent  of  econ- 
omies that  can  actuallv  be  achieved  bv  consolidation.  Some  believe  that 
reductions  in  costs  will  be  very  great ; others  affirm  either  that  the  economies 
of  consolidation  are  much  exaggerated,  or  that  they  may  he  achieved  as  easily 
by  the  intelligent  cooperation  of  existing  railroads. 

^Bureau  of  Railway  Economics,  Misc.  Series  51. 
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On  the  side  of  those  who  think  that  consolidation  will  result  in  marked 
economies  was  the  late  Senator  Cummins.  Testifying  before  the  Senate 
Committee  on  Interstate  Commerce  Senator  Cummins  said  he  believed  that 
railroad  consolidation  in  this  country  would  result  in  a saving  of  one  hundred 
million  to  three  hundred  million  dollars  per  annum. ^ In  the  proposal  to 
unify  the  Hill  roads  it  has  been  estimated  that  the  annual  savings  will  amount 
to  ten  million  dollars. “ In  the  hearings  on  the  acquisition  of  the  Buffalo  and 
Susquehanna  by  the  Baltimore  and  Ohio  the  latter  pointed  out  that  the  new 
route  across  the  State,  which  has  already  been  discussed,  would  obviate  an 
expenditure  of  thirty  million  dollars  in  the  Pittsburgh  district,  and  result  in  a 
saving  of  231  million  gross  ton  miles.^  The  Interstate  Commerce  Commis- 
sion in  its  discussion  of  the  Nickel  Plate  merger  admitted  the  ^Xissibility  of 
an  annual  saving  in  operating  expenses  of  six  million  dollars.® 

Numerous  estimates  of  economies,  such  as  the  foregoing,  can  be  cited, 
but  at  best  they  are  merely  opinions  as  to  what  may  happen.  The  problem  is 
of  such  moment  that  it  merits  a scientific  study  conducted  by  statisticians,  ac- 
countants, engineers  and  men  familiar  with  traffic  and  operating  problems  of 
railroads. 

An  interesting  example  of  the  general  conflict  of  views  is  found  in  the 
report  of  the  Commission  in  the  Great  Northern-Northern  Pacific  acquisition 
case.  In  discussing  the  savings  to  be  expected  as  a result  of  the  unification 
of  the  Great  Northern-Northern  Pacific,  the  Commission  says  with  as- 
surance “The  economies  in  operation  for  it  are  well  assured  and  are  large 
in  aggregate  amount.” 

After  looking  at  the  same  facts  and  hearing  the  same  testimony  as  his 
colleagues.  Commissioner  Eastman  states  that  he  does  not  share  their  enthu- 
siasm d “I  am  not  overly  impressed  by  the  paper  demonstration  of  these 
economies.”  Commissioner  McManamy  goes  further  in  saying  that®  “the 
analysis  of  the  savings  claimed  indicates  that  the  total  will  be  far  less  than  the 
amount  claimed.” 

In  Great  Britain,  where  railroad  consolidation  has  been  in  effect  since 
1923,  we  find  the  same  conflicting  views.  On  the  one  hand  there  is  the 
opinion  that  amalgamation  has  “produced  many  advantages.”®  On  the  other 
hand  there  is  the  invective  of  Lord  Monkswell  d®  “The  claim  which  was 
made  that  amalgamation  would  produce  large  economies  ...  is  one  more 
illustration  of  the  contempt  for  the  intelligence  of  the  public  which  is  charac- 
teristic of  the  railway  hierarchy.” 

Our  own  opinion  is  that  in  the  long  run  the  consolidation  of  railroads 
in  Great  Britain  will  produce  substantial  economies. 

“Hearings  Senate  Committee  on  Interstate  Commerce,  January  21,  1926. 

= 162  I.C.C.  48. 

‘Finance  Docket  8012.  Hearings,  January  27,  1930. 

H05  I.C.C.  434. 

»162  I.C.C.  69. 

H62  I.C.C.  82. 

S162  I.C.C.  78. 

^Annual  Report,  Southern  Railroad,  1925.  (The  Southern  is  one  of  the  “big  four”  British 
Railways.) 

^"The  Times,  February  12,  1927. 


CHAPTER  LVII 

THE  LIMITATIONS  TO  ECONOMIES 

Granting  that  there  are  undoubted  savings  to  he  accomplished  by  the  con- 
solidation of  railroads,  it  is  necessary  to  recognize  the  limits  within  which 
economies  can  be  effected. 
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1.  The  true  measure  of  the  economies  of  amalgamation  is  not  the  gross, 
but  the  net  savings  that  result  from  it.  From  all  gains  due  to  consolidation 
the  attendant  losses  must  be  subtracted.  Two  examples  of  this  principle  are 
(a)  routing,  and  (b)  capital  expenditure  resulting  from  consolidation. 

a.  In  certain  cases  consolidation  may  result  in  more  direct  routing;  in 
other  cases  it  may  lead  to  circuitous  routing  due  to  the  principle  of  the  long 
haul.  Only  after  a careful  study  of  car  movements  over  a long  period  of 
time  would  it  be  possible  to  say  whether  on  balance  there  is  a gain  or  loss  in 
the  efficiency  of  routing.  Commissioner  McManamy,  in  commenting  on  the 
consolidations  proposed  by  the  Interstate  Commerce  Commission,  goes  so  far 
as  to  say  that  the  proposed  systems  “will  result  in  the  circuitous  hauling  of 
traffic  to  an  extent  that  will  probably  offset  all  the  benefits  which  might  other- 
wise result.”^  In  testimony  before  the  Senate  Committee  on  Interstate  Com- 
merce, Commissioner  McManamy  elaborated  his  contentions.-  Citing  the 
consolidation  of  the  Santa  Fe  with  the  Orient,  he  pointed  out  that  155  direct 
routes  had  been  closed  to  protect  the  long  haul.  In  the  one  instance  a route 
371  miles  was  closed  in  favor  of  a route  410  miles  in  length. 

b.  The  investment  of  capital  is  usually  implied  when  savings  are  ex- 
pected, and  represents  the  price  of  economy.  This  element  of  the  problem 
is  stressed  by  Sir  Josiah  Stamp,  President  of  the  London,  Midland  and  Scot- 
tish Railway,  who  in  discussing  the  “glibly  given  and  blithely  estimated 
economies  of  the  politicians,”  says  F “People  talk  glibly  about  economies  but 
it  is  not  realized  that  physically  they  are  often  most  expensive  to  bring  about 
and  need  considerable  capital  resources.” 

An  example  of  a capital  expenditure  in  effecting  economies  is  the  case 
of  the  new  route  across  Pennsylvania  proposed  by  the  Baltimore  and  Ohio. 
Lhiless  trackage  rights  over  the  lines  of  a rival  carrier  are  secured,  the  Bal- 
timore and  Ohio  will  be  compelled  to  build  its  own  tracks  over  a distance  of 
seventy-five  miles  connecting  the  Buffalo  and  Susquehanna  with  the  Reading.' 
The  estimated  expense  of  this  new  trackage  is  ten  to  fifteen  million  dollars. 
In  addition  to  this,  considerable  sums  of  money  would  have  to  be  spent  to 
place  the  Buffalo  and  Susquehanna  on  a par  with  the  Buffalo,  Rochester  and 
Pittsburgh. 

To  the  extent  that  consolidations  are  effected  by  issuing  bonds  to  finance 
the  purchase  of  stock  of  the  subsidiary  companies,  fixed  charges  will  be  in- 
creased. From  the  point  of  view  of  the  stockholders  of  the  parent  companies, 
therefore,  mergers  may  result  in  financial  structures  that  are  top  heavy  with 
funded  debts. 

2.  Based  on  the  experience  of  British  railwav  consolidations,  we  mav 
expect  little  if  any  reduction  in  prices  which  railroads  will  have  to  pay  for 
equipment.  In  England  the  purchases  of  the  amalgamated  companies  are 
usually  so  distributed  among  producers  that  the  discounts  are  not  greater  than 
they  were  before  the  consolidation. 

3.  So  far  as  standardization  of  railroad  equipment  is  concerned,  prob- 
ably the  largest  economies  have  already  been  achieved  through  the  American 
Railway  Association.  The  object  of  the  American  Railway  Association  is 
stated  in  its  own  by-laws  as  follows : “By  recommendations  to  harmonize  and 
coordinate  the  principles  and  practices  of  American  railroads  with  respect 
to  their  construction,  maintenance  and  operation.”  Chiefly  through  the 
mechanical  division  have  the  accomplishments  of  the  Association  with  respect 
to  standardization  been  achieved.  As  a result  of  the  work  of  this  division  the 

U59  I.C.C.  570. 

=^5.  J.  Res.  161,  p.  332. 

^Lecture,  University  of  London,  December  8,  1927. 
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number  of  parts  which  railroads  had  to  keep  on  hand  for  repairs  in  1882  as 
compared  with  1921  was  as  follows : 


Number  of  Parts  on  Hand 
Item  1882  1921 

Axles  56  S 

Journal  boxes  58  5 

Couplers  26  1 

Brake  shoes  20  1 

Brake  heads  27  1 


This  record  of  standardization  of  American  railroads  is  in  sharp  con- 
trast with  the  position  of  the  railroads  of  Great  Britain  where  the  absence 
of  uniformity  in  equipment  before  the  amalgamation  in  1923  constituted  the 
strongest  argument  for  consolidation. 

4.  As  for  administrative  expenses,  there  are  limits  to  the  economies  that 
can  he  effected.  The  enlarged  railroads  proposed  by  the  Interstate  Commerce 
Commission  will  be  compelled  to  operate  as  divisions  or  regions.  These 
regional  organizations  will  have  many  of  the  administrative  features  of  local 
railroads,  and  will  probably  be  presided  over  by  vice-presidents  and  staff 
officers. 

5.  The  possible  economies  of  consolidation  depend  on  the  nature  of 
the  railroads  involved : whether  parallel  lines,  or  end-to-end.  In  the  former 
case  unification  of  facilities  makes  possible  certain  savings  which  would  not 
he  expected  in  case  the  lines  were  complementary. 

In  the  proposed  unification  of  the  Great  Northern-Northern  Pacific  the 
parallel  nature  of  the  two  roads  is  described  by  the  United  States  Supreme 
Court  “The  two  lines,  main  and  branches,  about  nine  thousand  miles  in 
length,  were  and  are  parallel,  competing  across  the  continent  through  the  north- 
ern tier  of  states  between  the  Great  Lakes  and  the  Pacific.  . . .”  Of  the 
economies  claimed  for  this  merger,  twenty  to  twenty-five  per  cent  are  at- 
tributed to  the  unification  of  facilities.  Such  large  savings  would  hardly  be 
possible  in  the  merger  of  the  Reading  and  Baltimore  and  Ohio,  the  lines  of 
which  dovetail. 

6.  Whether  the  economies  of  consolidation  would  be  large  or  small 
would  depend  to  a great  extent  on  the  policy  of  labor  displacement  that  pre- 
vails. 

The  possibility  that  consolidation  may  result  in  labor  displacement  bas 
aroused  sucb  antagonism  to  the  merger  program  that  a brief  discussion  of 
tbe  problem  from  an  economic  standpoint  seems  warranted. 

There  are  a]:>proximately  1 ,656,000  employees®  on  American  railroads. 
Their  wages  total  $2,826,500,000  per  annum.  This  sum  represents  46  per 
cent  of  the  total  revenues  and  64  per  cent  of  the  expenses  of  the  carriers. 

If  the  railroads  through  consolidation  could  reduce  the  amount  of  this 
largest  item  in  their  budgets  they  would  be  acting  on  accepted  business  prin- 
ciples. In  doing  so,  however,  labor  displacement  would  inevitably  result. 
In  the  proposed  Northern  Pacific-Great  Northern  merger,  for  example,  80 
per  cent  of  the  ^timated  economies,  $10,000,000  were  calculated  on  the  as- 
sumption of  a reduction  in  the  number  of  employees. 

From  an  economic  standpoint  the  possibility  of  labor  displacement  is  no 
more  an  argument  against  consolidation  than  it  is  against  the  introduction 
of  machinery.  There  are,  however,  human  equities  involved  which,  if  recog- 
nized, would  delay  the  introduction  of  economies  for  many  years.  In  Great 

•*193  U.  S.  197. 

“Annual  Report,  Interstate  Commerce  Commission,  1929. 
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Britain,  owing  to  protective  features  in  the  Railways  Act,  labor  has  not 
been  displaced  as  a result  of  the  merging  of  one  hundred  and  twenty  rail- 
roads into  four.  In  this  country  labor  will  he  treated  with  the  same  consid- 
eration if  the  spirit  of  the  Couzens  resolution  and  the  declarations  of  Mr. 
Daniel  Mhllard  are  embodied  in  American  railway  policy.® 

^Refer  to  Chapters  XXXIII  and  XXXIV. 


CHAPTER  LVIII 
REVISION  OF  RATES 

The  discussion  of  the  pros  and  cons  of  the  possible  economies  resulting 
from  hypothetical  consolidations  could  be  carried  on  indefinitely  without 
reaching  precise  conclusions.  Granting  that  there  are  savings  to  be  achieved 
by  merging  railroad  properties,  the  public  is  keenly  interested  in  knowing 
to  what  extent,  as  a result  of  consolidations,  rates  would  be  affected. 

There  are  two  theories  regarding  the  possible  effects  of  consolidation 
on  freight  rates.  The  first  may  be  called  the  revision  theory;  the  second, 
the  reduction  theory. 

The  revision  theory  is  that  the  whole  rate  structure  may  be  revised 
in  terms  of  the  economic  needs  of  the  country  as  a whole  if  the  railroads 
are  large  enough  to  have  a diversified  traffic.  This  is  the  point  of  view 
advanced  by  President  Hoover  when  as  Secretary  of  Commerce  he  testified 
in  favor  of  grouping  as  follows  d 

It  would  he  theoretically  possible  to  reorganize  the  rate  structure  . . . 
in  such  a fashion  that  without  disturbing  even  the  present  earning  levels 
for  the  country  as  a whole,  some  relief  could  he  given  to  the  more 
primary  products  such  as  agriculture  and  coal,  by  imposing  a more 
equitable  burden  upon  the  highly  finished  goods,  but  it  is  impossible  to 
secure  the  best  results  from  rate  reorganization  without  consolidation 
and  the  consequent  securing  of  much  wider  diversification  of  traffic, 
for  many  of  our  railroads  are  in  a larger  way  dependent  on  one  class 
of  traffic  ....  It  is  impossible  to  expect  great  rate  relief  without 
consolidation  itself. 

It  is  evident  that  this  theory  does  not  propose  a reduction  of  the  coun- 
try’s freight  bill ; it  merely  suggests  shifting  the  burden  from  low  grade  to 
high  grade  commodities. 

Four  comments  are  pertinent  to  this  suggestion: 

1.  The  rate  structure  of  the  country  in  a general  way  conforms  to 
this  principle  at  the  present  time. 

2.  Insofar  as  this  principle  is  disregarded,  the  Interstate  Commerce 
Commission  is  instructed  under  the  Hoch-Smith  Resolution  of  January  30, 
1925,-  to  apply  it  in  revising  the  rate  structure.  According  to  this  resolu- 
tion the  Commission  is  directed  to  adjust  rates  on  all  commodities,  especially 
agricultural  products,  taking  into  consideration  the  following  factors : 

(a)  The  conditions  that  prevail  in  the  several  industries  of  the 
country  to  the  end  that  commodities  may  move  freely ; 

(b)  The  general  and  comparative  levels  in  market  value  of  the 
various  classes  and  kinds  of  commodities  over  a reasonable  period  of 
time ; 

^Hearings,  Senate  Committee  on  Interstate  Commerce,  May  21,  1924. 

‘Public  Resolutions,  No.  46,  68th  Congress. 
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(c)  A natural  and  proper  development  of  the  country  as  a whole; 

(d)  The  maintenance  of  an  adequate  system  of  transportation. 

3.  It  seems  possible  that  the  proper  shifting  of  the  burden  of  rates  can 
be  effected  without  dislocating  the  railroad  structure  of  the  country.  The 
Interstate  Commerce  Commission  has  the  power  to  control  the  division  of 
rates.  By  the  exercise  of  this  power  any  revised  rate  structure  might  be 
put  into  effect  without  changing  the  identity  of  existing  carriers. 

4.  If  it  is  impossible  to  create  a rate  structure  in  terms  of  the  broad- 
est economic  interests  of  the  country  as  a whole  without  wholesale  railroad 
consolidation  the  latter  should  be  suspended  until  the  Interstate  Commerce 
Commission  has  drawn  its  conclusions  from  the  completed  record  in  the 
Hoch-Smith  investigation  and  is  prepared  to  defend  consolidations  in  terms 
of  its  findings. 


CHAPTER  LIX 
REDUCTION  OF  RATES 

The  revision  theory  which  has  been  discussed  proposes  a shifting  of 
rates ; the  reduction  theory  calls  for  a lowering  of  rates. 

The  reduction  theory  is  that  rates  may  be  lowered  as  a result  of  (1) 
the  economies  of  consolidation,  and  (2)  local  adjustments. 

1.  The  theory  that  rates  may  be  lowered  as  a result  of  consolidation 
has  few  advocates.  Even  so  ardent  a believer  in  railroad  consolidation  as 
Mr.  William  H.  Williams,  who  says  that  “it  would  be  difficult  to  overestimate 
the  value  of  consolidation  from  a transportation  standpoint,”  admits  that 
it  is  doubtful  “whether  sufficient  economies  will  ever  be  realized  through 
consolidations  alone  to  make  possible  a general  reduction  in  freight  rates. 

With  this  opinion  Professor  Winthrop  M.  Daniels  of  Yale,  formerly 
a member  of  the  Interstate  Commerce  Commission,  is  in  hearty  accord 

There  are  some  things  in  the  act  of  1920  about  which  I wish  to  say 
a word  or  two  in  the  way  of  adverse  criticism.  I think  it  is  true  that 
the  passage  of  the  act  of  1920  with  its  permission  of  railroads  to  consoli- 
date under  certain  circumstances  was  based  in  part  upon  the  utopian 
idea  that  drastic  reduction  of  operating  expenses  could  readily  be  trans- 
lated into  substantial  reductions  in  the  general  level  of  rates.  There 
never  was  any  solid,  quantitative  reasoning  upon  which  the  expectation 
was  based.  A wholly  superficial  assimilation  of  railroad  transportation 
to  industries  where  mass  production  and  minutely  specialized  fabrication 
have  yielded  astounding  reductions  in  unit  costs  seems  to  have  prompted 
this  ill-starred  illusion.  Moreover,  experience  since  the  war  seems  to 
have  established  two  facts;  first,  that  the  notable  economies  in  railroad 
transportation  have  been  realized  in  the  main  through  methods  that  are 
not  remotely  connected  with  company  consolidation ; and  second,  that 
the  gains,  actual  or  claimed,  for  consolidation  in  the  immediate  curtail- 
ment of  aggregate  expenses  are  so  modest  in  measure  as  to  negative  the 
idea  that  they  can  be  the  speedy  harbingers  of  rate  reductions.  This  is 
not  to  say  that  these  economies  should  not  be  promoted  and  encouraged 
through  consolidation.  But  we  should  cease  to  entertain  unfounded 
anticipations  on  this  score. 

Mr.  Willard  speaks  in  somewhat  the  same  vein  ;®  “I  do  not  think  under 

'Address,  the  Chicago  Association  of  Commerce,  March  19,  1930. 

"Proceedings  of  the  Academy  of  Political  Science,  June,  1929,  p.  110. 

=S.  1175,  p.  190. 
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full  consolidation  there  would  be  immediately  realized  any  such  large  savings 
as  to  encourage  an  immediate  reduction  in  rates.” 

In  discussing  the  case  of  the  pro])osed  merger  of  the  Northern  Pacific- 
Great  Northern  Railroads,  in  which  annual  savings  to  the  extent  of  $10,000,- 
000  are  claimed,  the  Commission  takes  the  ground  that  the  economies  will 
insure  “no  general  revision  of  the  rate  structure”  for  the  present,  and  that 
the  most  that  can  be  said  for  the  future  is  that  the  economies,  if  they  do  not 
result  in  lowering  rates,  will  prevent  them  from  being  raised. ‘ 

Commissioner  Brainerd,  commenting  on  this  case,  reaches  the  conclusion 
that  the  “distribution  of  this  amount  ($10,000,000)  . . . may  not  ap- 

parently be  felt  in  rate  reductions”  while  Commissioner  McManamy  is  more 
emphatic,  declaring  :®  “It  is  testified  that  none  of  the  savings  is  to  get  to  the 
public  in  the  way  of  decreased  rates.” 

2.  While  general  rate  reductions  are  not  to  be  expected  to  result  from 
consolidation,  in  certain  local  situations  shippers  might  benefit  from  railroad 
grouping. 

An  example  of  local  situations  in  which  shippers  might  profit  from  con- 
solidation is  where  the  penalty  charge  is  assessed  on  two  line  hauls. 

In  recent  decisions  of  the  Pennsylvania  Public  Service  CommissioiP  and 
the  Interstate  Commerce  Commission* *  mileage  scales  have  been  ordered  which 
apply  to  single  line  hauls.  For  two  line  hauls  an  added  charge  of  twenty  cents 
per  ton  is  permitted. 

The  commodities  on  which  the  additional  charge  is  permitted  for  two  line 
hauls  are  usually  only  low  grade  freight,  such  as  slag,  stone  and  sand.  How- 
ever, in  a recent  decision  made  by  the  Interstate  Commerce  Commission  a 
maximum  charge  of  one  cent  per  one  hundred  pounds  over  the  one  line 
rate  is  permitted  for  shipments  of  wood  pulp  on  a two  line  haul.®  This  de- 
cision shows  that  higher  grade  commodities  may  he  assessed  the  greater 
charge  if  they  are  subject  to  interchange. 

Whenever  a shipper  is  subject  to  additional  charges  because  his  industry 
is  located  on  Railroad  A rather  than  on  Railroad  B,  the  consolidation  of  these 
two  carriers  would  he  to  his  advantage. 

U62  I.C.C.  52. 

*162  I.C.C.  72. 

U62  I.C.C.  78. 

’P.S.C.  Pa.  5855  and  6951,  J.  H.  Davis  & Bro.,  et  al,  vs.  P.  R.  R.;  P.S.C.  Pa.  7530  and  7553. 

8I.C.C.  Dockets  15216;  15329;  19841. 

“I.C.C.  Docket  14883. 


CHAPTER  LX 
PRACTICAL  ECONOMIES 

Having  presented  the  general  phases  of  the  consolidation  problem  from 
the  standpoint  of  economies  we  shall  state  the  utmost  that  can  he  expected 
from  the  Reading-Baltimore  and  Ohio  proposed  merger. 

The  officials  of  the  Baltimore  and  Ohio  make  the  following  observations 
with  regard  to  the  savings  in  exjienses  that  may  he  expected  to  follow  from 
the  grouping : 

1.  It  is  impossible  to  state  the  total  savings ; 

2.  Economies  in  routing  and  the  utilization  of  equipment  and  facilities 
will  result; 

3.  Harbor  operations  at  New  York  will  he  improved; 
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4.  No  substantial  economies  will  result  in  the  accounting  department  or 
in  the  clerical  forces  since  no  material  changes  in  administration  are  con- 
templated ; 

5.  No  reductions  in  advertising  or  solicitation  expenses  are  expected, 
but  the  latter  will  be  on  a broader  and  more  effective  basis ; 

6.  Some  saving  will  result  from  coordinated  buying  power ; 

7.  The  proposed  new  route  across  the  State  will  result  in  savings  due 
to  routing  totaling  $800,000  per  year ; 

8.  Congestion  at  the  terminals  will  be  avoided,  making  possible  a more 
economical  and  more  flexible  handling  of  traffic,  with  possibilities  of  ex- 
pansion without  heavy  capital  expenditures. 

Following  this  direct  statement  of  the  economies  which  the  Baltimore 
and  Ohio  contemplates  in  case  the  merger  of  the  Reading  is  accomplished,  it 
is  appropriate  to  express  the  views  of  Mr.  Daniel  Willard  on  the  subject  of 
possible  savings  from  consolidation. 

On  January  21,  1928,  Mr.  Willard  appeared  before  the  Senate  Committee 
on  Interstate  Commerce  and  expressed  his  opinions  on  this  subject  freely. 
We  shall  present  excerpts  of  the  testimony  which  fairly  state  Mr.  Willard’s 
position  fl 

A.  (Mr.  Willard)  There  is  one  difficulty  that  you  will  doubtless 
appreciate,  and  that  is  as  to  making  any  direct  definite  estimates  of  saving 
to  be  had  by  consolidation.  . . It  is  largely  conjectural  as  to  what  will 
happen  and  no  one  is  in  a position  to  make  a definite  statement  as  to  the 
economies  to  be  realized  unless  he  is  in  a position  to  have  a full  under- 
standing of  what  is  already  going  on  on  the  lines  to  be  put  together.  I 
have  not  that  knowledge. 

Q.  (Senator  Sackett)  Do  you  think  the  chief  advantages  of  con- 
solidation lie  in  economy  of  operation? 

A.  No,  I do  not.  Regardless  of  the  economy,  and  I think  it  will  be 
very  great,  I tbink  the  chief  advantage  is  what  the  public  gets  today  by 
having  a combined  New  York  Central  instead  of  fifteen  or  twenty. 
You  can  not  conceive  of  the  Twentieth  Century  Limited  operating  as 
it  does  with  dependability  and  safety  over  a dozen  or  half  dozen  inde- 
pendent lines  ....  I think  there  will  be  very  considerable  economies, 
but  I think  the  amount  has  been  exaggerated  insofar  as  I have  seen  from 
time  to  time. 

Q.  (Senator  Couzens)  Mr.  Willard,  you  were  asked  to  come  here 
primarily  to  point  out  any  advantages  that  may  accrue  from  the  oper- 
ating standpoint.  As  I understand  it,  your  testimony  to  date  is  that 
there  would  not  be  any  great  savings  in  operating.  Just  in  that  connec- 
tion I would  like  to  know  if  your  railroad  executives  have  made  any 
estimate  at  any  time  as  to  the  probable  savings  in  operating  and  man- 
agement expenses  if  there  should  be  a general  consolidation? 

A.  They  can  not  do  that.  Senator.  . . . The  executives  of  one  road 
do  not  know  what  conditions  are  on  another  road.  ...  I think  there  will 
be  substantial  economies.  As  to  how  great  or  how  little  I can  not  tell. 

Q.  (Mr.  Thom)  In  speaking  of  the  economies  have  you  anything 
to  say  with  respect  to  the  economies  to  he  derived  through  rearrange- 
ment of  shops? 


'S.  1175,  p.  163,  et  seq. 
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A.  Yes.  I think  very  considerable  economies  could  be  derived  there 
in  two  ways.  First  of  all,  consolidation  such  as  we  are  discussing,  would 
probably  save  the  railroads  . . . from  the  necessity  of  spending  any 
money  for  shops.  . . . Then  presumably  if  any  company  had  the  choice 
as  to  which  one  of  the  two  shops  it  would  close,  it  would  close  the  least 
efficient  one. 

Q.  (Senator  Sackett)  In  freight  solicitation  where  two  are  selling 
the  same  article,  that  is,  transportation,  . . . you  would  be  able  to  elim- 
inate considerable  personnel,  would  you  not  ? 

A.  Undoubtedly. 

From  opinions  gathered  from  all  sources  we  are  convinced  that  the 
chief  motive  of  those  who  advocate  consolidation  is  not  the  economies  that 
may  be  expected,  but  the  control  of  traffic  that  may  result. 


CFIAPTER  LXI 

READING  MERGER  AND  RATES 

In  the  past  few  chapters  we  have  observed  that  there  are  conflicting  views 
as  to  the  economies  that  may  be  expected  from  consolidation ; that  there  are 
limits  to  the  possible  savings  that  may  he  achieved ; that  there  are  some  econ- 
omies that  the  Baltimore  and  Ohio  asserts  will  result  from  its  merger  with 
the  Reading  and  other  properties  assigned  to  it  by  the  Interstate  Commerce 
Commission ; and  that  the  weight  of  opinion  favors  the  conclusion  that  the 
consolidation  of  railroads  will  not  lower  rates. 

Even  if  the  economies  that  might  result  from  the  proposed  Reading- 
Baltimore  and  Ohio  merger  were  much  greater  than  we  have  any  right  to 
expect,  their  influence  on  rates  would  be  negligible. 

At  best,  the  lowering  of  transportation  costs  could  not  affect  individual 
rates ; it  could  only  influence  the  general  rate  level.  This  general  rate  level, 
however,  is  determined  by  a formula  established  by  the  Transportation  Act  of 
1920,  as  follows  fl 

The  Commission  shall  initiate,  modify,  establish,  or  adjust  such  rates 
so  that  the  carriers  as  a whole  (or  as  a whole  in  each  of  such  rate  groups 
or  territories  as  the  Commission  may  from  time  to  time  designate)  will 
under  honest,  efficient  and  economical  management,  and  reasonable  ex- 
penditures for  maintenance  of  way,  structure  and  equipment  earn  an 
aggregate  annual  net  railway  operating  income  equal  as  nearly  as  may 
be  to  a fair  return  upon  the  aggregate  value  of  the  railway  property  of 
such  carriers  held  for,  and  used  in  the  service  of  transportation. 

It  is  obvious  that  economies  produced  locally  can  influence  rates  only  in 
so  far  as  they  affect  the  profit  and  loss  statement  of  combined  railroad  proper- 
ties of  the  country  or  defined  rate  areas.  To  discuss  the  influence  of  local  econ- 
omies on  the  general  rate  level  would,  therefore,  be  almost  as  futile  as  to 
attempt  to  measure  the  effect  that  a barrel  of  water  poured  into  the  ocean  has 
on  the  level  of  the  sea. 


’Interstate  Commerce  Act,  Section  ISa  (2). 
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CHAPTER  LXII 


CONCLUSIONS 

At  the  beginning  of  this  case  study  of  consolidation^  four  questions  were 
raised  which  serve  as  tests  of  puldic  interest  in  the  proposed  merger  of  the 
Reading  in  the  Baltimore  and  Ohio.  These  questions  were : 

1.  Will  service  to  the  shippers  and  to  the  public  be  improved? 

2.  Will  the  financial  position  of  the  railroads  be  strengthened? 

3.  Will  the  future  economic  development  of  the  State  be  promoted? 

4.  Will  costs  of  transportation  be  lowered? 

Using  the  language  of  the  Commission,  endorsement  of  the  proposed 
merger  must  be  supported  “by  a clear  and  strong  showing  of  public  gain 
. . . and  if  serious  doubts  exist  regarding  the  wisdom  of  what  is  proposed’’ 
our  verdict  from  a public  standpoint  must  be  against  the  proposal. 

The  Reading,  as  we  see  it,  possesses  the  following  general  characteristics  : 

1.  It  offers  its  shippers  the  advantages  of  competitive  routing; 

2.  Its  size  is  conducive  to  the  personal  contacts  that  tend  to  promote 
good  service ; 

3.  Its  labor  is  favorable  to  the  present  management ; 

4.  Its  property  and  equipment  give  it  high  rating  from  a physical  stand- 
point among  the  railroads  of  this  country ; 

5.  Its  financial  position  is  sound; 

6.  Its  rate  policies  and  interchange  facilities  provide  ample  means  for 
routing  freight  to  and  from  all  parts  of  the  country; 

7.  It  has  a traditional  and  practical  interest  in  the  promotion  of  anthra- 
cite and  the  port  of  Philadelphia. 

If  the  consolidation  were  effected  we  feel  that  some  of  these  attributes 
of  the  Reading  would  l)e  retained,  but  that  some  would  be  lost.  We  cannot 
see  in  this  proposal  a “clear  and  strong  showing  of  public  gain”  from  the 
standpoint  of  the  State  of  Pennsylvania,  and  therefore  oppose  the  consolida- 
tion of  the  Reading  and  the  Baltimore  and  Ohio. 

'Chapter  XII. 
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PART  III 


OTHER  RAILROADS  WITEIIN  ITIE  SI  AIL  IN- 
CLUDED IN  THE  COMPLETE  PLAN  OE  THE 
INTERSTATE  COMMERCE  COMMISSION 


CHAPTER  LXIII 


OTHER  PENNSYLVANIA  CARRIERS  STUDIED 

The  proposed  merger  of  the  Reading  in  the  Baltimore  and  Ohio  has  been 
considered  in  detail  in  order  to  clarify  the  issues  involved,  issues  that  in  many 
respects  are  common  to  all  mergers.  In  the  chapters  that  follow,  other  rail- 
roads within  the  State  that  are  included  in  the  Commission’s  complete  plan 
will  be  discussed.  The  railroads  that  have  been  selected  are  either  those  the 
consolidation  of  which  would  create  special  problems  that  have  not  been  con- 
sidered ; or  else  they  are  railroads  in  the  allocation  of  which  special  interest 
has  been  displayed. 

In  discussing  the  consolidation  problems  of  the  railroads  included  in  the 
remainder  of  this  study  only  the  outstanding  considerations  that  have  led  to 
our  conclusions  will  be  presented. 

The  railroads  to  be  discussed  are  as  follows  : 

The  Central  Railroad  Company  of  New  Jersey 
Buffalo,  Rochester  and  Pittsburgh  Railway 
Buffalo  and  Susquehanna  Railroad  Corporation 
Lehigh  Valley  Railroad  Company 

The  Delaware,  Lackawanna  and  Western  Railroad  Company 
The  Pittsburgh  and  West  Virginia  Railway  Company 
Pennsylvania  Railroad  (Norfolk  and  Western) 

Bessemer  and  Lake  Erie  Railroad  Company 
The  Delaware  and  Hudson  Company 
Erie  Railroad  Company 


The  Central  Railroad  of  New  Jersey 

CHAPTER  LXIV 

THE  CENTRAL  RAILROAD  OF  NEW  JERSEY  AND  ITS 

CONNECTIONS 

In  the  Commission’s  complete  plan  The  Central  Railroad  of  New  Jersey, 
like  the  Reading,  has  been  allocated  to  the  proposed  Baltimore  and  Ohio 
System. 

Before  forming  any  opinion  regarding  the  disposition  of  the  Central 
Railroad  of  N'ew  Jersey  in  the  consolidation  scheme  it  is  necessary  to  examine 
the  nature  of  the  service  performed  by  this  carrier. 

The  two  outstanding  elements  in  the  position  of  the  Central  Railroad  of 
New  Jersey  are:  the  relationship  of  this  railroad  to  connecting  carriers,  and 
its  community  of  interest  with  the  Reading  Company. 

The  “Jersey  Central,’’  a short  term  for  the  Central  Railroad  of  Flew 
Jersey,  is  690  miles  in  length.  With  Jersey  City  as  its  base  it  branches  in 
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two  directions.  One  line  extends  south  to  the  New  Jersey  seaside  resorts, 
and  to  the  lower  Delaware  River ; the  other  line  reaches  as  far  west  as 
Scranton,  the  center  of  the  anthracite  country.  It  is  this  east-west  line  from 
Scranton  to  Jersey  City,  passing  through  Wilkes-Barre,  Bethlehem,  Allen- 
town and  Easton,  that  is  especially  important  in  the  traffic  sti'ategy  of  the 
eastern  carriers. 

In  its  physical  location  and  its  excellent  facilities  in  New  York  Harbor 
the  Central  Railroad  of  New  Jersey  posseses  assets  of  immense  value.  This 
east-west  line,  which  has  just  been  mentioned,  is  the  avenue  over  which  the 
Reading  routes  its  traffic  to  Jersey  City  and  New  England  from  the  south  and 
west;  while  the  Reading  in  turn  is  the  highway  over  which  both  the  New 
York  Central  via  Williamsport  and  the  Baltimore  and  Ohio  via  Shippensburg 
and  Philadelphia  reach  the  Central  Railroad  of  New  Jersey.  In  the  move- 
ment of  traffic  over  these  routes  from  the  west  to  New  York  the  Central  Rail- 
road of  New  Jersey  is  the  last  stage  of  the  journey. 

The  Central  Railroad  of  New  Jersey,  which  may  thus  be  regarded  as 
either  the  beginning  or  the  end  of  a series  of  transportation  units,  or  as  a con- 
necting link,  depends  for  volume  of  traffic  on  its  connecting  lines ; and  the 
latter  rely  on  the  Jersey  Central  both  for  traffic  and  access  to  the  port  of 
New  York. 

The  relationship  between  the  Jersey  Central  and  the  connecting  lines  is 
indicated  in  its  annual  traffic  statistics. 

Based  on  the  average  of  the  past  few  years  the  freight  moving  over  the 
Central  Railroad  of  New  Jersey  each  year  is  approximately  41,000,000  tons. 
Of  this  total,  sixty  per  cent  is  received  from  connections,  and  eighty  per  cent 
enters  into  interchange  either  as  received  or  delivered  freight.  Of  the  total 
freight  received  from  connections,  ftfty-four  per  cent  is  overhead : that  is, 
traffic  that  uses  the  Jersey  Central  as  a bridge  between  two  carriers. 

Coal  is  the  most  important  commodity  shipped  on  the  Central  Railroad  of 
New  Jersey.  Its  place  in'  interchange  illustrates  the  relationship  between  this 
carrier  and  its  connections.  Using  the  figures  (in  round  numbers)  for  the 
year  1928  as  typical,  we  find  that  18,000,000  tons  of  coal  move  annually  over 
this  road.  Approximately  half  of  this  tonnage  is  bituminous  coal  and  half 
is  anthracite. 

The  9,000,000  tons  of  anthracite  which  move  over  the  Central  Railroad 
of  New  Jersey  are  classified  as  follows: 


Classification  Tons 

Originating  coal  delivered  locally 3,800,000 

Originating  coal  delivered  to  connections 2,700,000 

Coal  from  connections  delivered  to  connections 1,440,000 

Coal  from  connections  delivered  locally 1,060,000 


In  the  movement  of  anthracite  over  the  Jersey  Central  connecting  car- 
riers are  involved  to  the  extent  of  fifty-eight  per  cent  of  the  tonnage;  and 
of  all  the  hard  coal  received  from  connections,  fifty-eight  per  cent  is  fo*r  ship- 
ment beyond  its  lines. 

Since  the  Jersey  Central  originates  no  bituminous  coal,  the  total  volume, 
9,000,000  tons,  is  received  from  connections.  Of  this  amount,  forty-three  per 
cent  is  consumed  locally  and  fifty-seven  per  cent  moves  to  other  connections. 

While  the  16,000,000  tons  of  all  classes  of  freight  originating  on  the 
Jersey  Central  are  by  no  means  insignificant,  the  prime  importance  of  its 
connections  to  this  carrier  is  apparent. 
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CHAPTER  LXV 


THE  CENTRAL  RAILROAD  OF  NEW  JERSEY  AND  THE 

READING 

The  carrier  with  which  the  Jersey  Central  is  most  closely  associated  is 
the  Reading.  Of  all  the  loaded  cars  delivered  to  its  connections  by  the  Read- 
ing, 47.5  per  cent^  were  turned  over  to  the  Jersey  Central;  while  16  per  cent 
of  the  freight  received  from  connections  by  the  Reading  was  interchanged 
from  the  Jersey  Central. 

While  the  interchange  of  the  Jersey  Central  is  especially  heavy  with  the 
Reading,  its  indirect  relationship  through  the  latter  to  the  New  York  Central, 
and  especially  the  Baltimore  and  Ohio  is  important,  as  the  following  table 
shows : 

Lo-xded  Cars  Delivered  to  the  Jersey  Central 


Type  of  Traffic 

April 

1930 

May 

1930 

June 

1930 

T otal 

At  Haucks,  Pa.  (from  or  via  New  York  Central) . . 

3,514 

3,800 

3,120 

10,434 

P)Ound  Brook  Jet.  (from  or  via  Baltimore  and  Ohio) 

11.052 

10,840 

9,440 

31,332 

Allentown,  Pa.  (from  or  via  Baltimore  and  Ohio) 

8,461 

8,872 

8,184 

25,517 

The  principal  interchange  points  for  Reading- Jersey  Central  traffic  are 
Haucks,  Allentown,  Bethlehem,  Bound  Brook,  and  Winslow  Junction.  The 
total  interchange  at  these  junctions  in  1928  was  823,369  loaded  cars,  a volume 
of  tonnage  that  is  estimated  to  equal  25,900,000  tons  of  freight. 

The  relationship  between  the  Reading  and  the  Jersey  Central  is  so  close 
that  efforts  have  been  made  to  bring  these  two  railroads  into  a closer  cor- 
porate union.  The  Central  Railroad  of  New  Jersey  was  first  leased  by  the 
Reading  in  1883,  but  for  financial  reasons  the  contract  was  terminated  four 
lears  later.  Early  in  1892  a subsidiary  of  the  Reading,  the  Port  Reading 
Railroad,  leased  the  Jerse}^  Central,  but  the  arrangement  lasted  for  only  a 
few  months.  In  1901  the  Reading  purchased  53  per  cent  of  the  stock  of  the 
Central  Railroad  of  New  Jersey,  which  it  used  as  collateral  for  its  mortgage 
due  in  1951.  However,  as  a result  of  court  proceedings  instituted  in  1913, 
these  securities  are  now  in  the  hands  of  a trustee  with  the  understanding  that 
“the  final  disposition  of  said  stock  shall  be  deferred  in  view  of  the  possible 
groupings  of  railroads  by  the  Interstate  Commerce  Commission.” 

The  points  in  controversy  in  these  cases  involving  leases  or  stock  con- 
trol arose  from  the  ownership  of  coal  mines  bv  both  railroads  concerned. 
Since  both  the  Reading  and  the  Jersey  Central  have  divested  themselves  of 
coal  properties  the  issues  once  very  much  alive  are  now  dead. 

While  the  lawyers  debated  the  reasons  for  keeping  these  companies  apart 
close  cooperation  was  being  developed  along  practical  lines  between  them. 
The  result  is  that  today  the  working  arrangements  between  the  Jersey  Central 
and  the  Reading  are  very  close  in  passenger  and  freight  service. 

1.  From  a passenger  standpoint  the  two  roads  work  together  so  closely 
that  as  far  as  travelers  are  concerned  they  operate  as  one  line. 

Local  card  form  of  tickets  is  issued  from  a station  on  one  line  to  a station 
on  the  other,  rather  than  the  customary  interline  form  used  in  ordinary  joint 
service  by  the  railroads.  For  many  years  the  dining  car  service,  whether 
operating  jointly  over  both  railroads,  or  locally  over  either  road,  has  been 

’Based  on  a three-month  record  ending  October  31,  1929. 
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in  charge  of  one  superintendent.  As  typical  of  the  through  passenger  traffic 
operating  via  both  systems  we  find  the  following  situation : 

Number  of 
Through 
T rains  in 

Between  Junction  Point  Each  Direction 

Philadelphia  and  New  York Bound  Brook  Jet 15 

Philadelphia  and  Scranton Bethlehem  Jet 3 

Harrisburg  and  New  York Allentown  2 

Williamsport  and  New  York Tamaqua  1 

Atlantic  City  and  New  York Winslow  Junction  2 

Rail  service  is  maintained  between  New  York  and  Philadelphia  in  both 
directions.  The  equipment  and  crews  run  from  one  terminal  to  another.  In 
the  Harrisburg-New  York  service  via  Allentown  the  engines,  crews  and 
equipment  run  between  these  two  points.  In  the  aggregate  the  joint  passenger 
service  operated  over  the  two  lines  amounts  to  sixty-three  trains  each  day. 

2.  The  Reading  and  the  Central  Railroad  of  New  Jersey  also  cooperate 
in  the  movement  of  freight  traffic.  In  the  Philadelphia-New  York  movement 
freight  crews  operate  from  one  terminal  to  the  other,  being  pro-rated  to  the 
runs  from  each  road  on  the  basis  of  mileage.  Through  service  is  also  main- 
tained between  Jersey  City  and  Newberry  Junction  via  Haucks.  Trains  are 
delivered  from  one  road  to  the  other,  and  the  crews  are  changed  at  Haucks 
without  delay. 

Service  of  a similar  nature  is  maintained  on  the  two  roads  via  Allentown 
where  the  East  End  yard  is  jointly  owned  and  operated  by  the  two  railroads. 
Trains  operated  into  this  yard  by  the  Reading  are  hauled  out  by  the  Central 
Railroad  of  New  Jersey.  This  business  moves  between  Rutherford  and 
Jersey  City,  and  Scranton  and  Jersey  City.  At  Bethlehem  the  service  is  also 
under  joint  management.  The  through  trains  which  the  Central  Railroad  of 
New  Jersey  moves  in  are  pulled  out  by  the  Reading. 

There  are  also  special  trackage  arrangements  between  these  two  roads 
that  indicate  their  close  affiliation.  The  Reading  Company  operates  through 
freight  trains  over  the  Central  Railroad  of  New  Jersey  between  Allentown  and 
Bethlehem,  a distance  of  five  miles.  An  agreement  is  in  operation  whereby 
the  Central  Railroad  of  New  Jersey  reaches  the  Bethlehem  Steel  Company 
over  Reading  tracks.  The  Central  Railroad  of  New  Jersey  operates  over  the 
Reading  tracks  from  Tamaqua,  a distance  of  ten  miles,  to  reach  certain  col- 
lieries. Joint  lines  are  in  operation  in  the  movement  of  anthracite  to  Central 
Railroad  of  New  Jersey  trans-shipping  piers  in  New  York  Harbor  from 
mines  on  the  Reading  Company.  The  Reading  and  the  Central  Railroad  of 
New  Jersey  also  use  jointly  the  Allentown  Terminal  Railroad,  and  the  two 
railroads  operate  a creosoting  plant  at  Port  Reading. 

A survey  of  the  traffic  relationship  existing  between  the  Central  Rail- 
road of  New  Jersey  and  the  Reading  Company  strongly  confirms  Professor 
Ripley’s  observation 

The  evidence  which  is  pretty  strong  that  the  Central  Railroad  of  New 
Jersey  and  the  Philadelphia  and  Reading  are  so  interlocked  that  to  tear 
them  apart  and  give  one  to  one  system  and  another  to  another  system 
would  sunder  a great  many  existing  commercial  routes  of  trade  and 
commerce. 

■Brief  on  Behalf  of  Port  of  Neiv  York  Authority,  Hearings,  January  1,  1924,  p.  18. 
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CHAPTER  LXVI 


CONCLUSIONS  REGARDING  THE  CENTRAL  RAILROAD  OF 

NEW  JERSEY 

As  in  the  case  of  all  railroads  involved  in  the  consolidation  plans  there 
are  many  opinions  regarding  the  proper  disposition  of  the  Central  Railroad 
of  New  Jersey.  These  views  will  be  briefly  cliscussed. 

1.  Some  assert  that  there  is  no  public  interest  to  be  served  in  the  con- 
solidation of  the  Jersey  Central  with  any  carriers ; that  as  a terminal  road 
it  is  performing  all  the  service  that  could  be  expected  from  a larger  sys- 
tem; that  it  is  a financially  successful  enterprise  as  it  is;  and  that  so  long  as 
the  close  traffic  affiliations  are  maintained  protecting  the  freight  move- 
ments of  the  Baltimore  and  Ohio,  the  New  York  Central,  and  the  Reading, 
nothing  is  to  be  gained  from  a public  standpoint  by  a merger  of  any  kind. 

There  is  undoubtedly  much  to  be  said  for  this  position.  The  question- 
naires we  have  received  from  the  shippers  who  use  the  Jersey  Central  show 
general  satisfaction  with  the  service  that  carrier  is  furnishing.  Moreover, 
the  vigorous  protests  against  consolidation  made  by  such  bodies  as  the 
Newark  Chamber  of  Commerce,  the  New  Jersey  Traffic  Advisory  Commit- 
tee, and  the  New  Jersey  Federation  of  County  Boards  of  Agriculture,  in- 
dicate active  hostility  in  the  territory  served  by  the  Jersey  Central  to  the 
general  grouping  scheme  of  the  Commission. 

From  a financial  standpoint  the  Jersey  Central  can  maintain  its  posi- 
tion without  any  change  in  its  independent  status.  Y’ith  the  exception  of 
three  brief  interludes  it  has  paid  dividends  on  its  capital  stock  since  1849. 
Based  on  the  record  of  five  3'ears  ending  December  31,  1928,  the  Jersey 
Central  earned  its  fixed  charges  from  1.6  to  2.01  times;  it  has  paid  divi- 
dends of  12  per  cent;  and  earned  on  each  share  of  stock  from  $13.11  to 
$22.55. 

Those  who  assert  that  there  is  no  public  interest  in  the  consolidation  of 
the  Central  Railroad  of  New  Jersey  take  a position  that  is  tenable. 

2.  The  Port  of  New  York  Authoritr^  takes  the  stand  that  the  Central 
Railroad  of  New  Jerse}’  should  not  be  assigned  to  any  specific  railroad, 
but  that  its  disposition  should  be  determined  in  such  a way  as  to  promote 
a terminal  system  for  New  York  Harbor.^ 

The  Port  of  New  York  Authority  maintains  that  if  in  the  final  allo- 
cation the  Central  Railroad  of  New  Jersey  is  assigned  to  the  Baltimore  and 
Ohio  the  following  conditions  should  be  attached : 

(1)  The  New  York  Central  should  be  given  adequate  trackage  rights 
to  Jersey  City ; 

(2)  The  Butler-Williamsport  route  should  be  protected  b\^  the  estab- 
lishment of  through  rates ; 

(3)  Port  development  should  be  in  harmony  with  the  policy  of  the 
Port  Authority ; 

(4)  The  New  York  Central  should  receive  adequate  r-arding  facil- 
ities ; 

15)  Stations,  piers,  industrial  tracks  and  team  tracks  should  be  made 
available  to  the  New  York  Central ; 

(6)  Service  charges  should  be  the  same  for  both  systems,  and  recip- 
rocal switching  should  be  provided  by  both  the  Baltimore  and  Ohio  and 
New  York  Central  with  the  other  carriers  in  the  port  district.  If  the  Cen- 

^Brief  on  behalf  of  the  Port  of  New  York  Authority,  Janiiary  1,  1924,  p.  399. 
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tral  Railroad  of  New  Jersey  should  be  grouped  with  the  New  York  Central, 
the  same  general  principles  should  apply  with  respect  to  the  Baltimore 
and  Ohio. 

3.  There  is  a strong  belief  that  some  form  of  consolidation  merging 
the  Jersey  Central  with  other  carriers  would  be  a wise  policy;  that  owing 
to  the  increase  in  terminal  costs  brought  about  by  additional  grade  cross- 
ings, and  possibly  by  electrification,  the  short  line  would  be  in  a weakened 
position  if  it  remained  independent ; and  that  practical  shipping  arrange- 
ments to  distant  points  would  he  improved. 

The  various  points  of  view  regarding  the  grouping  of  the  Jersey  Cen- 
tral will  be  presented  under  the  following  headings:  (a)  shippers’  opinions; 
(b)  merger  with  the  Reading;  (c)  enlarged  terminal  system;  and  (d)  the  sys- 
tem proposed  by  Commissioner  Eastman. 

(a)  If  the  Baltimore  and  Ohio  System  is  formed,  including  the 
Reading,  it  is  a general  observation  that  the  Jersey  Central  should  be  in- 
cluded. 

In  order  to  determine  the  consensus  of  opinion  in  this  territory  one 
hundred  questionnaires  were  sent  to  Jersey  Central  shippers.  Only  twenty 
replied.  All  of  these  replies  are  practically  unanimous  in  indicating  utmost 
satisfaction  on  the  part  of  shippers  with  the  service  rendered  by  the  Jer- 
sey Central  and  especially  with  the  cordial  cooperation  received  from  the 
officers  of  that  carrier.  In  spite  of  this  sentiment,  however,  a majority 
favor  consolidation,  as  the  following  resume  shows : 

Shipper  A appreciates  the  present  close  contact  and  supervision  of 
the  small  railroad,  but  is  not  opposed  to  consolidation.  This  shipper  feels 
that  if  the  consolidation  with  the  Baltimore  and  Ohio  would  result  in  estab- 
lishing a milling  in  transit  privilege  for  shipments  west,  it  would  be  a 
distinct  advantage. 

Shipper  B says,  “The  path  is  not  so  long  to  the  head  of  a small  sys- 
tem as  to  the  head  of  a large  one.”  In  spite  of  this  declaration  he  is  not 
opposed  to  the  merger. 

Shipper  C favors  the  merger  definitely.  His  feeling  is  that  in  move- 
ments to  Ohio  he  would  get  better  service. 

Shipper  D is  entirely  neutral  on  the  question. 

Shipper  E is  not  interested. 

Shipper  F favors  the  trunk  line. 

Shipper  G opposes  merger  tendencies  in  general. 

Shipper  H states,  “Our  experience  is  that  large  concerns  are  just  as 
anxious  to  be  fair  as  small  ones,  and  the  large  ones  have  better  facilities.” 

Shipper  I objects  very  strongly  to  the  merger  because  he  feels  that  the 
close  relationship  with  the  management  of  the  road  is  responsible  for  its 
service.  He  says  that  if  the  merger  takes  place  he  will  give  all  business 
possible  to  the  Lehigh  Valley  because  of  the  “personally  controlled  element 
entering  into  the  situation.” 

Shipper  J states : 

We  are  familiar  with  the  service  of  the  B.  & O.  Railroad.  We 
do  not  think  the  consolidation  would  make  any  particular  difference 
in  any  respect,  so  far  as  any  curtailment  in  service  is  concerned.  We 
would  expect  that,  if  anything,  the  service  would  be  better.  As  a mat- 
ter of  fact,  we  do  not  see  very  much  difference  in  the  service  of  the 
railroads  of  this  country.  It  is  true  that  the  service  in  some  cases  is 
a little  better  than  in  others,  but  our  conviction  is  that  the  railroads  are 
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giving  better  service  today  than  ever  before  in  the  history  of  transpor- 
tation in  the  United  States.  My  personal  experience  in  this  industry 
goes  back  nearly  thirty-two  years,  and  I know  that  since  the  railroads 
recovered  from  the  effects  of  the  government  operation,  we  have  never 
had  during  all  that  period  service  comparable  to  that  which  we  have 
been  getting  in  the  last  few  years.  We  would  expect  competition  to 
become  keener,  if  anything,  if  the  Central  Railroad  and  Baltimore  and 
Ohio  were  merged. 

Shipper  K favors  the  merger  in  spite  of  the  good  service  he  is  get- 
ting. He  sees  in  the  merger  the  possibility  that  the  two-line  haul  charge 
will  be  eliminated. 

Shipper  h favors  the  small  system  hut  is  unwilling  to  oppose  the  merger. 
Shipper  IM  has  no  opinion  whatever. 

Shipper  N thinks  that  the  merger  “would  not  alter  the  situation.” 
Shipper  O favors  the  trunk  line  system,  believing  that  there  would  he 
quicker  movements  over  longer  distances. 

Shipper  P feels  that  the  consolidation  will  result  in  widening  the  mar- 
kets. 

Shipper  Q strongly  objects  to  the  merger. 

Shipper  R favors  the  small  system.  He  says : 

A point  seldom  noted  is  that  large  systems  serve  many  industries 
of  the  same  kind.  The  preservation  of  any  attitude  of  neutrality  alone 
is  a strong  argument  against  exchanging  the  interest  and  help  of  a small 
railroad  for  the  negative  attitude  of  a large  system.  The  management 
of  a large  system  may  consider  it  good  business  to  further  the  inter- 
ests of  one  or  more  industries  where  their  prosperity  and  activity  would 
yield  the  system  longer  hauls  and  more  revenue  than  they  would  re- 
ceive through  the  traffic  of  similar  industries  located  elsewhere  on  the 
system. 

Shipper  S straddles  the  fence.  He  feels  that  the  small  lines  give  the 
shipper  better  individual  attention,  but  favors  trunk  lines  for  long  hauls. 
He  states  that  his  ability  to  sell  his  product  to  the  railroad  would  he 
greater  if  he  were  located  on  a trunk  line.  Therefore,  he  favors  the  mer- 
ger. On  the  other  hand  he  says  that  small  lines  are  inclined  to  cater  to  ex- 
isting industries  on  their  tracks,  while  the  trunk  lines  are  constantly  eiv 
deavoring  to  attract  industries,  in  this  way  increasing  local  competition  for 
the  shipper. 

Shipper  T favors  the  consolidation  without  giving  any  reasons. 

b.  Irrespective  of  the  outcome  of  the  proposal  to  include  the  Reading 
in  the  Baltimore  and  Ohio  System,  a consolidation  of  the  Reading  and  the 
Central  Railroad  of  New  Jersey  would  merely  confirm  an  existing  relation- 
ship. We  have  already  pointed  out  how  these  twm  carriers  overlap  in  oper- 
ation and  management.  Combined,  they  would  still  retain  the  benefits  of  a 
small  railroad,  since  they  would  have  a mileage  less  than  one-half  of  that 
of  the  present  Baltimore  and  Ohio.  The  policies  of  the  Reading  and  the 
Jersey  Central  in  respect  of  open  routes  are  similar,  so  that  shippers  would 
still  retain  the  advantages  of  competitive  routing. 

c.  If  the  Reading  and  the  Central  Railroad  of  New  Jersey  were  com- 
bined a financially  strong  system  would  be  created.  If  to  this  system  were 
added  the  Lehigh  and  Hudson  River  Railroad,  97  miles,  and  Jhe  Lehigh 
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and  New  England,  217  miles,  the  East  wonld  possess  a terminal  railroad 
with  direct  access  to  New  York,  Philadelphia  and  New  England.  Provid- 
ing this  system  were  owned  jointly  by  the  important  trunk  lines  its  neu- 
trality and  financial  security  would  be  assured. 

d.  Commissioner  Eastman  in  proposing  a consolidation  plan  of  his 
own  suggests  that  the  following  lines  should  form  an  independent  Reading 
system,  mention  of  which  was  made  in  Chapter  XLIV : 

Reading  Company, 

The  Central  Railroad  of  New  Jersey, 

Western  Maryland  Railroad, 

Lehigh  and  Pludson  River  Railroad. 

The  following  comment  is  made  by  Commissioner  Eastman;- 

The  proposed  Reading  system  would  afiford  access  to  the  ports  of 
New  York,  Philadelphia,  and  Baltimore,  and  through  the  present  Le- 
high & Lfudson  it  would  have  direct  connection  with  the  New  Haven 
system.  At  Hagerstown  it  would  connect  with  the  Norfolk  and  West- 
ern, thus  affording  the  latter  a splendid  means  of  developing  a north- 
and-south  route  competitive  with  that  which  passes  through  Potomac 
Yard,  this  route  serving  the  three  ahove-mentioned  northern  ports,  but 
reaching  each  of  them  without  passing  through  either  of  the  others 
and  reaching  the  New  England  lines  without  passing  through  New 
York.  At  Connellsville,  near  Pittsburgh,  it  would  connect  with  the 
New  York  Central  and  the  Wabash  . . . and  it  could  easily  be  made 
to  connect  with  tbe  proposed  Erie  system.  At  Newberry  Junction  or 
Williamsport  it  would  connect  with  the  New  York  Central  and  the 
Pennsylvania,  thus  affording  the  former  an  opportunity  to  develop  the 
alternative  southern  route  to  New  York  City  of  which  it  has  had  so  much 
to  say.  It  would  not,  of  course,  give  New  York  Central  its  own  line 
into  New  York,  but  it  would  give  it  access  by  a friendly  connection,  in 
much  the  same  way  as  the  Baltimore  and  Ohio  has  with  great  success 
reached  New  York  and  the  Lehigh  Valley  has  reached  Philadelphia. 
The  Baltimore  and  Ohio  is  also  projecting  a route  across  Pennsylvania 
via  Newberry  Junction,  and  the  proposed  Reading  system  would  in 
the  event  that  this  plan  is  carried  out  afford  the  Baltimore  and  Ohio, 
as  well  as  the  New  York  Central,  free  access  to  New  York  City.  As  an 
alternative,  one  of  these  new  routes  might  use  the  proposed  Lackawanna 
system  for  its  New  York  connection. 

Our  own  conclusions  regarding  the  disposition  of  the  Central  Rail- 
road of  New  Jersey,  from  the  standpoint  of  the  State  of  Pennsylvania,  are: 

1.  The  present  traffic  relationships  existing  between  the  Reading  and 
the  Central  Railroad  of  New  Jersey  should  be  maintained,  and  the  traffic 
movements  of  the  Baltimore  and  Ohio  and  the  New  York  Central  should 
be  protected  at  all  events. 

2.  The  maintenance  of  these  traffic  relationships  does  not  seem  to  de- 
mand consolidation  with  any  carrier. 

3.  Since,  however,  consolidation  of  the  Central  Railroad  of  New  Jer- 
sey and  the  Reading  would  merely  confirm  an  existing  relationship,  we 
therefore  regard  this  merger  as  being  desirable. 

4.  If  these  two  properties  are  merged,  the  addition  of  the  Lehigh 
and  New  England  and  the  Lehigh  and  Hudson  would  strengthen  their  position 
with  respect  to  New  England  traffic. 

=159  l.C.C.  561. 
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5.  Since  we  do  not  favor  a merger  of  the  Reading  in  the  Baltimore 
and  Ohio,  and  because  we  believe  the  Reading  and  the  Central  Railroad  of 
New  Jersey  should  maintain  their  close  relationships,  we  do  not  favor  the 
merger  of  the  Central  Railroad  of  New  Jersey  in  the  Baltimore  and  Ohio. 
However,  if  the  Baltimore  and  Ohio  were  to  absorb  the  Reading,  it  follows 
that  the  Baltimore  and  Ohio  should  also  absorb  the  Central  Railroad  of  New 
Jersey. 


The  Buffalo,  Rochester  and  Pittsburgh 

and 

The  Buffalo  and  Susquehanna 

CHAPTER  LXVII 

CONSOLIDATION  PROPOSALS  FOR  THE  BUFFALO,  ROCHES- 
TER AND  PITTSBURGH 

Few  railroads  have  been  the  subject  of  so  much  discussion  in  the  merger 
negotiations  of  the  past  decade  as  the  Buffalo,  Rochester  and  Pittsburgh 
Railroad. 

In  the  tentative  plan  the  Buffalo,  Rochester  and  Pittsburgh  was  assigned 
to  System  No.  7-a  and  grouped  with  the  Delaware  and  Hudson  and  the  Dela- 
ware, Lackawanna  and  Western.  The  Commission  at  that  time  suggested 
that  it  might  also  be  included  in  System  No.  4,  built  around  the  Erie.  Lender 
the  four-party  agreement  the  Buffalo,  Rochester  and  Pittsburgh  was  allocated 
to  the  New  York  Central.  The  Van  Sweringens  have  shown  an  interest  in 
the  property  at  various  times,  and  through  the  Alleghany  Corporation  have 
purchased  a substantial  block  of  stock.  In  1927  the  Commission  formally  dis- 
approved the  acquisition  of  the  Buffalo,  Rochester  and  Pittsburgh  by  the  Del- 
aware and  Hudson.^  In  the  final  plan  the  Buffalo,  Rochester  and  Pittsburgh 
is  allocated  to  the  Baltimore  and  Ohio  System. 

Prior  to  the  issuance  of  the  complete  plan  the  Baltimore  and  Ohio  filed 
an  application  under  Paragraph  2,  Section  5,  of  the  Interstate  Commerce  Act, 
for  authority  to  acquire  control  of  the  majority  stock  of  the  Buffalo,  Roch- 
ester and  Pittsburgh.  On  February  11,  1930,  the  Commission  approved  and 
authorized  this  control.- 

j)s  ^ 

The  Buffalo,  Rochester  and  Pittsburgh  extends  from  Rochester  and 
Buffalo,  New  York,  in  two  lines  that  meet  in  the  form  of  a Y at  Ashford, 
New  York.  From  this  point  it  extends  south  to  Butler,  Penns3dvania,  and 
reaches  New  Castle  and  Pittsburgh  via  trackage  rights  over  the  Baltimore 
and  Ohio. 

The  Buffalo,  Rochester  and  Pittsburgh  is  approximately  590  miles  in 
length,  of  which  it  owns  370,  leases  90,  and  has  trackage  rights  over  130  miles 
of  line.  In  addition  to  the  north-south  line  the  Buffalo,  Rochester  and  Pitts- 
burgh extends  in  an  east-west  direction  from  Butler  to  Clearfield.  At  Clear- 
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field  it  interchanges  with  the  New  York  Central  for  movement  via  Williams- 
port over  the  Reading  and  Central  Railroad  of  New  Jersey. 

In  normal  years  approximately  60  per  cent  of  the  traffic  of  the  Buffalo, 
Rochester  and  Pitts) )urgh  is  bituminous  coal,  40  per  cent  of  which  is  used  for 
railroad  fuel.  The  coal  originates  mostly  on  the  southern  portion  of  its  line 
and  moves  north,  largely  to  Rochester  where  the  Buffalo,  Rochester  and 
Idttsburgh  is  connected  with  the  Canadian  National  Railways  by  means  of  a 
car  ferry.  It  has  substantial  interchange  with  the  New  York  Central  at 
Maplewood,  a point  south  of  Rochester. 

The  history  of  the  Buffalo,  Rochester  and  Pittsburgh,  especially  since 
1920,  shows  that  it  is  desired  by  many  groups,  and  that  so  long  as  this  sit- 
uation exists  it  is  bound  to  be  subject  to  the  domination  of  one  of  the  larger 
systems.  It  should  be  conducive,  therefore,  to  the  development  of  the  Buf- 
falo, Rochester  and  Pittsburgh  and  the  territory  it  serves  to  have  its  allocation 
determined,  since  it  seems  bound  ultimately  to  be  associated  with  one  of  the 
trunk  line  carriers. 


CHAPTER  LXVIII 

ALLOCATION  OF  THE  BUFFALO,  ROCHESTER  AND  PITTS- 
BURGFI  TO  THE  BALTIMORE  AND  OHIO 

The  grouping  of  the  Buffalo,  Rochester  and  Pittsburgh  with  the  Balti- 
more and  Ohio  appears  to  Ije  a satisfactory  allocation  because  of  (1)  existing 
relationships;  and  (2)  the  possibility  of  increased  routing  facilities. 

1.  The  relationship  existing  between  the  Buffalo,  Rochester  and  Pitts- 
Iiurgh  and  the  Baltimore  and  Ohio  is  based  on  (a)  joint  use  of  facilities;  and 
(1))  traffic  interchange. 

(a)  The  Baltimore  and  Ohio  and  the  Buffalo,  Rochester  and  Pittsburgh 
have  maintained  close  relationship  for  thirty  years.  The  Buffalo,  Rochester 
and  Pittsburgh  uses  the  tracks  of  the  Baltimore  and  Ohio  to  reach  Pittsburgh, 
Buffalo  and  New  Castle.  At  Pittsburgh  and  New  Castle  the  Buffalo,  Roch- 
ester and  Pittsburgh  has  the  rights  of  an  originating  carrier.  The  contracts 
now  in  force  do  not  terminate  until  1948,  and  they  may  not  be  assigned  to  any 
other  carrier  without  the  consent  of  the  Baltimore  and  Ohio.  The  preser- 
vation of  these  traffic  relationships  has  some  weight  as  an  argument  for  the 
consolidation  of  these  carriers. 

(b)  Using  the  traffic  statistics  for  1928,  we  find  that  the  Baltimore  and 
Ohio  delivered  by  far  more  freight  than  any  other  carrier  to  the  Buffalo, 
Rochester  and  Pittsburgh.  The  five  most  important  railroads  from  which 
freight  was  received  by  this  carrier  in  1928  were: 


Tons  of  Freight  Delivered 
to  Buffalo,  Rochester  and 


Railroad  Pittsburgh 

Baltimore  and  Ohio 803,147 

New  York  Central 268,444 

Canadian  National  259,636 

Bessemer  and  Lake  Erie 225,147 

Pennsylvania  177,284 


On  freight  delivered  to  connections  the  Baltimore  and  Ohio  is  far  down 
the  list,  as  the  following  shows : 
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Delivered  to  Connecting  Lines  by  the  Buffalo,  Rochester  and  Pittsbl’rgh 


Railroad  Tons 

New  York  Central 2,456,860 

Delaware,  Lackawanna  and  WY'stcrn 1,154,783 

Canadian  National  923,834 

Erie  625,123 

Bessemer  and  Lake  Erie (>11,781 

Lehigh  Valley  388,361 

Baltimore  and  Ohio 303,236 


Although  the  New  Y"ork  Central  is  obviously  more  important  in  the  total 
interchange  of  the  Buft’alo,  Rochester  and  Pittsburgh  than  the  Baltimore  and 
Ohio,  the  latter  contributes  slightly  more  to  the  total  revenue  of  the  Buffalo, 
Rochester  and  Pittsburgh.  Moreover,  the  assignment  of  the  Buff’alo,  Roch- 
ester and  Pittsburgh  to  the  New  York  Central  would  be  less  desirable  than 
its  assignment  to  the  Baltimore  and  Ohio,  owing  to  the  presence  of  the  former 
in  some  of  the  territory  served  by  the  Buffalo,  Rochester  and  Pittsburgh. 

2.  From  the  standpoint  of  routes  the  consolidation  of  the  Buffalo,  Roch- 
ester and  Pittsburgh  seems  desirable.  Two-line  haul  charges  exist  on  certain 
traffic,  and  the  territories  to  which  the  Buff'alo,  Rochester  and  Pittsburgh 
traffic  can  move  under  present  tariffs  is  restricted.  With  the  absorption  of 
the  Buffalo,  Rochester  and  Pittsburgh  this  situation  should  be  remedied. 

The  expansion  of  rate  territories,  especially  for  south  bound  shipments, 
should  improve  the  physical  operation  of  the  Buffalo,  Rochester  and  Pitts- 
burgh. At  the  present  time  the  north  bound  movement,  consisting  largely  of 
coal,  is  preponderant.  The  shipment  of  iron  ore  from  the  Lakes  via  this 
carrier  has  been  restricted  owing  to  its  inability  to  secure  rates  with  connecting 
carriers.  With  the  continuance  of  coal  movements  north  bound,  and  the  de- 
velopment of  south  bound  traffic  the  efficient  utilization  of  this  railroad  should 
be  promoted. 

Aside  from  the  improved  routing  facilities  that  should  follow  the  ex- 
pansion of  rate  territories,  the  development  of  the  new  route  via  Butler  and 
Williamsport  that  has  been  discussed  is  a result  conditioned  on  the  control 
of  the  Buffalo,  Rochester  and  Pittsburgh  by  the  Baltimore  and  Ohio.  While 
the  necessity  of  this  route  from  a public  standpoint  is  not  clearly  established, 
the  experiment  is  desirable.^ 

In  view  of  the  relations  existing  between  the  Buff'alo,  Rochester  and 
Pittsburgh  and  the  Baltimore  and  Ohio,  and  because  of  the  improved  routing 
facilities  that  probably  would  result  from  their  merger,  we  favor  the  con- 
solidation of  these  two  carriers." 

^The  proposed  new  route  was  discussed  in  Chapters  L and  LI. 

-It  is  claimed  that  by  an  expenditure  of  $900,000,  economies  of  $500,000  to  $600,000  a year 
will  result  from  this  merger. 


CHAPTER  LXIX 

THE  BUFFALO  AND  SUSQUEHANNA 

The  Buff'alo  and  Susquehanna  is  a comparatively  short  railroad  reaching 
from  Sagamore,  Pennsylvania, — a point  fifty  miles  north-east  of  Pittsburgh — 
to  Addison,  New  Y^ork,  a distance  of  189  miles.  The  total  extent  of  this  car- 
rier is  slightly  in  excess  of  250  miles. 

The  traffic  of  the  Buff'alo  and  Susquehanna  consists  largely  of  bituminous 
coal.  Its  principal  interchange  connections  are  with  the  Erie,  the  Buff'alo, 
Rochester  and  Pittsburgh,  the  New  York  Central  and  the  Pennsylvania. 
Based  on  the  figures  for  1928  the  largest  deliveries  were  made  to  the  Erie, 
the  Pennsylvania  and  New  Y^ork  Central  in  the  order  named. 
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The  Buffalo  and  Susquehanna  is  largely  a one-track  line.  Ballast,  weight 
of  rail,  grades,  trestles  and  bridges  are  below  the  standards  prevailing  on  the 
larger  railroads. 

Financially  the  Buffalo  and  Susquehanna  is  a weak  railroad.  Since  more 
than  70  per  cent  of  its  traffic  consists  of  coal,  its  earnings  fluctuate  with  the 
fortunes  of  that  industry.  For  example,  in  the  period  1921-1924  the  bitu- 
minous coal  moved  was  approximately  1,000,000  tons  annually.  In  1926  the 
volume  of  this  traffic  decreased  50  per  cent.  The  result  was  that  operating 
income  dropped  from  $2,780,000  in  1923  to  $1,300,000  in  1926. 

For  the  seven-year  period  ending  1927,  the  Buffalo  and  Susquehanna  had 
a deficit  in  its  operating  income  varying  from  $19,000  to  $332,000.  However, 
owing  to  its  income  from  other  sources,  the  Buffalo  and  Susquehanna  has 
been  able  to  show  net  earnings  in  each  year  from  1921  to  1929,  with  the  ex- 
ception of  1926. 

From  the  standpoint  of  physical  property  and  earnings  the  Buffalo  and 
Susquehanna  would  evidently  function  more  effectively  if  it  had  the  backing 
of  a strong  trunk  line  railroad. 

On  the  very  day  the  complete  plan  of  the  Interstate  Commerce  Com- 
mission was  announced — December  21,  1929 — the  Baltimore  and  Ohio  filed 
an  application  for  authority  to  acquire  control  of  the  Buffalo  and  Susque- 
hanna. This  authority  was  granted  May  16,  1930.^  The  request  of  the  Balti- 
more and  Ohio  was  in  harmony  with  the  complete  plan  of  the  Commission  in 
which  the  Buffalo  and  Susquehanna  is  assigned  to  it. 

The  control  of  the  Buffalo,  Rochester  and  Pittsburgh  by  the  Baltimore 
and  Ohio,  which  was  discussed  in  the  two  preceding  chapters,  makes  the  as- 
signment of  the  Buffalo  and  Susquehanna  to  the  Baltimore  and  Ohio  a fore- 
gone conclusion.  The  prime  value  of  this  line  to  the  Baltimore  and  Ohio  is 
its  mileage  from  B & S Junction,  near  Dubois,  to  Sinnemahoning,  a distance 
of  55  miles.  This  mileage  forms  a link  in  the  proposed  new  route  from  Butler 
to  Williamsport.  Even  with  control  of  the  Buffalo  and  Susquehanna  it  will 
lie  necessary  for  the  Baltimore  and  Ohio  either  to  construct  a line,  or  secure 
trackage  rights  from  Sinnemahoning  to  Williamsport,  a distance  of  75  miles; 
but  without  the  Buffalo  and  Susquehanna  it  would  be  necessary  to  build  a 
connection,  or  secure  trackage  from  Dubois. 

Whether  the  unification  of  the  Buffalo  and  Susquehanna  with  the  Balti- 
more and  Ohio  proves  beneficial  to  the  latter  remains  to  be  seen ; but  there 
can  be  no  doubt  that  the  Buffalo  and  Susquehanna  and  its  contiguous  terri- 
tory will  profit  by  becoming  a part  of  the  Baltimore  and  Ohio  System. 

'Finance  Docket  8012. 


The  Lehigh  Valley 
and 

The  Delaware,  Lackawanna  and  Western 

CHAPTER  LXX 

THE  LEHIGFI  VALLEY  GROUPED  WITH  THE  WABASH-SEA- 
BOARD SYSTEM 

The  Lehigh  Valley  Railroad  Company  is  one  of  the  most  important 
carriers  in  Eastern  Pennsylvania.  Its  anthracite  interests  in  the  State  are 
second  only  to  those  of  the  Reading;  its  lines  stretching  from  New  York  to 
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the  Niagara  Frontier  reach  such  Pennsylvania  points  as  Wilkes-Barre,  Al- 
lentown, Bethlehem,  iMt.  Carmel,  Hazleton,  Pittston  and  Easton. 

In  the  tentative  plan  of  the  Commission  the  Lehigh  A’alley  was  assigned 
to  the  Nickel  Plate  System:  in  the  complete  plan  it  is  grouped  with  the 
Wabash-Seaboard  System.  The  main  railroads  included  in  this  system  are 
as  follows : 

Wabash  Railway  Lines: 

Wabash  Railway, 

Ann  Arbor, 

Manistique  and  Lake  Superior, 

New  Jersey,  Indiana  and  Illinois, 

Detroit  and  Western. 

Lehigh  Valley  (trackage  to  Philadelphia  and  Shippensburg  added). 
Wheeling  and  Lake  Erie, 

Pittsburgh  and  West  Virginia, 

Western  Maryland, 

Akron,  Canton  and  Youngstown, 

Toledo,  Peoria  and  Western, 

Norfolk  and  Western, 

Seabord  Air  Line, 

Chesapeake  and  Ohio  of  Indiana, 

One-half  interest  in  Detroit,  Toledo  and  fronton. 

^ 

Would  shippers  served  by  the  Lehigh  Valley  be  more  efficiently  ac- 
commodated if  this  carrier,  1360  miles  in  extent,  were  absorbed  in  a system 
ten  times  its  size,  reaching  from  Omaha,  Nebraska,  to  a point  below  Miami, 
Florida? 

This  question  was  put  to  shippers  who  use  the  Lehigh  \^alley  in 
order  to  gauge  their  opinions.  The  replies  are  listed  below  without  any 
attempt  to  classify  them  : 

1.  The  service  via  the  Lehigh  Valley  could  not  be  better.  We 
have  no  idea  what  effect  consolidation  might  have  on  competition. 

2.  Absentee  landlordism  is  never  satisfactory.  The  control  of  the 
new  system  would  be  entirely  too  remote. 

3.  Since  we  have  access  to  two  other  carriers,  what  happens  to  the 
Lehigh  Valley  is  not  of  vital  interest  to  us.  However,  we  have  always 
gotten  very  fine  service  from  the  Lehigh. 

4.  We  do  not  know  whether  the  service  would  improve  or  not.  We 
fear  that  competition  at  Buffalo  might  be  restricted  by  the  merger, 
since  the  Wabash  would  naturally  favor  its  own  line. 

5.  Since  we  are  not  entirely  dependent  on  the  Lehigh  Valley  we  have 
little  interest  in  this  merger.  The  chances  are  that  Lehigh  Valley  service 
would  be  impaired  if  grouped  with  other  systems. 

6.  We  have  a high  regard  for  Wabash  management  as  well  as  that 
of  the  Lehigh  Valley,  and  while  service  might  not  be  impaired,  the  ten- 
dency would  be  in  that  direction.  We  favor  the  merger  only  in  case 
all  other  railroads  are  merged. 

7.  Our  relations  with  the  Lehigh  Valley  are  very  satisfactorv.  We  re- 
quire special  car  equipment  and  clean  equipment.  Our  requirements 
are  complied  \vith.  How'ever,  we  doubt  whether  a merger  with  the 
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Wal)ash  would  disrupt  the  present  organization  of  the  Lehigh.  We 
feel  that  interchange  at  the  Niagara  Frontier  would  not  be  materially 
disturbed. 

8.  We  are  uninterested  in  your  problem. 

9.  We  can  see  no  argument  against  the  merger.  The  problem  is 
too  complicated  for  us  to  discuss. 

10.  The  merger  would  make  no  difference.  Our  present  relations 
with  the  Lehigh  V'alley  are  satisfactory. 

11.  Our  experience  with  the  Lehigh  Valley  and  the  Wabash  has 
been  satisfactory.  If  the  excellent  service  now  offered  by  the  Lehigh 
Valley  is  retained  in  the  larger  organization  the  merger  will  produce 
no  unfavorable  results. 

12.  While  service  is  now  satisfactory  we  think  it  might  be  bettered 
through  the  merger. 

13.  We  are  much  opposed  to  the  merger.  Service  of  Lehigh  Valley 
is  above  criticism. 

14.  We  oppose  the  merger  because  in  the  handling  of  perishable 
freight  we  find  that  routing  via  other  lines  than  the  Wabash  is  more 
satisfactory.  The  Lehigh  Valley  is  as  dependable  as  is  humanly  pos- 
sible. 

15.  If  the  merger  eliminates  the  two-line  haul  charges  we  favor 
this  consolidation  providing  the  other  consolidations  are  effected. 

16.  We  are  not  sufficiently  familiar  with  the  issues  involved  to  offer 
an  opinion. 

17.  We  oppose  the  merger  because  we  do  not  know  enough  about 
the  subject  to  predict  what  might  happen.  The  present  situation  meets 
our  requirements. 

18.  We  oppose  the  merger,  but  are  unable  to  discuss  our  reasons. 

19.  We  object  to  the  merger  because  of  the  careful  attention  we 
are  receiving  from  the  Lehigh  Valley,  and  because  we  feel  that  com- 
petition might  be  lessened. 

20.  We  feel  that  the  Lehigh  Valley  at  the  present  time  by  main- 
taining free  traffic  relations  with  its  connections,  is  better  equipped  to 
serve  us  than  the  consolidation  of  railroads  proposed  by  the  Commis- 
sion. 

21.  We  have  not  sufficient  basic  information  or  railroad  sense  to 
offer  a worth  while  opinion.  Unless  you  can  show  that  conditions 
will  be  bettered  is  there  any  reason  for  advocating  the  merger? 

22.  The  Lehigh  Valley  by  remaining  an  independent  line  can  main- 
tain closer  contact  with  shippers  and  provide  better  supervision  of  serv- 
ice. The  present  existing  interchange  at  gateways  can  not  be  im- 
proved upon. 

23.  If  we  could  do  anything  to  help  in  preventing  the  merger  we 
would  gladly  offer  our  services.  As  small  shippers  we  feel  that  we 
would  suffer  as  a result  of  the  merger. 

24.  We  oppose  the  merger  because  we  do  not  believe  that  service 
will  be  bettered. 

25.  We  are  entirely  dependent  on  the  Lehigh  Valley  for  all  our  ship- 
ments at  the  present  time.  Our  observation  is  that  the  larger  system 
would  not  be  as  effective. 

26.  The  policy  of  our  company  is  to  ignore  the  merger. 

27.  We  do  not  know  what  would  happen  if  the  consolidation  took 
place. 
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28.  The  Lehigh  Valley  is  a prosperous  road  by  virtue  of  its  enter- 
prise. Combining  it  with  less  important  roads,  not  as  efficiently 
managed,  we  think  that  Lehigh  Valley  shippers  would  suffer. 

29.  For  long  haul  shipments  the  Lehigh  Valley  offers  excellent  com- 
petitive facilities  at  the  Niagara  Frontier.  This  situation  should  be 
preserved. 

30.  The  service  of  the  Lehigh  Valley  is  very  satisfactory,  both 
as  to  car  supply,  information  on  rates,  loading  and  prompt  handling  of 
shipments.  We  are  strong  believers  in  the  ability  of  small  lines  to 
give  service  and  through  their  connections  to  provide  competition  for 
the  long  hauls. 

31.  We  oppose  the  merger  because  we  feel  that  our  interests  are 
looked  after  better  when  the  highest  officers  are  easily  available.  This 
might  be  impossible  after  the  merger. 

32.  The  policy  of  our  firm  is  to  ignore  the  merger,  but  in  general, 
we  feel  that  service  would  be  impaired  if  it  were  effected. 

33.  If  the  Lehigh  is  to  be  grouped  with  any  road  we  feel  that  logic- 
ally it  should  go  to  the  \\^abash  or  Nickel  Plate.  We  have  no  senti- 
ment regarding  the  value  of  small  railroads. 

34.  We  are  not  concerned  in  the  merger  and  feel  that  service  might 
possibly  be  bettered  as  a result  of  consolidation. 

35.  Service  is  now  very  satisfactory,  but  we  are  disposed  to  think 
that  service  might  be  bettered.  The  question  is  too  big  for  us  to  answer. 

36.  Lehigh  Valley  service  is  absolutely  satisfactory.  We  are  una- 
ble to  say  what  the  results  of  the  merger  would  be.  We  do  not  imagine 
that  service  would  be  bettered. 

^ 

It  is  significant  that  every  shipper  re])lying  to  our  direct  questions  in- 
dicates satisfaction  with  the  service  he  now  receives  from  the  Lehigh  Val- 
ley. The  great  majority  desire  no  change;  some  frankly  state  that  it  is  im- 
possible to  have  an  opinion  upon  the  possible  operating  results  of  the  pro- 
posed merger ; and  a few — in  each  case  a shipper  whose  plants  are  connected 
with  other  railroads  by  sidings — either  favor  the  merger,  or  see  in  it  no 
problem  of  practical  concern. 

Our  study  of  the  Lehigh  Valley  reveals  a striking  resemblance  be- 
tween it  and  the  Reading ; its  financial  position  is  strong,  its  equipment — in- 
cluding road  bed  and  track,  locomotives,  rolling  stock,  and  harbor  facilities  at 
Buffalo  and  New  York — is  adequate;  its  shippers  are  satisfied  with  its  serv- 
ice ; its  labor  is  contented ; and  its  size  is  such  as  to  make  possible  close 
supervision  by  the  highest  executive. 

CHAPTER  LXXI 

GROUPING  AND  THE  FLOW  OF  TRAFFIC 

For  legal,  financial  and  practical  reasons  that  involve  management,  it  is 
not  probable  that  the  Wabash-Seaboard  System  will  ever  be  organized,  at 
least  in  the  form  suggested  by  the  Interstate  Commerce  Commission.  Assum- 
ing, however,  that  some  “fifth  system”  were  formed — in  addition  to  the  “big 
four”  already  in  eastern  territory — what  would  be  the  effects  upon  the  Lehigh 
Valley  from  the  standpoint  of  flow  of  traffic,  property  development,  and 
service  ? 
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The  proposed  Wabash  System  would  naturally  attempt  to  hold  traffic 
moving  between  the  East  and  the  West,  traffic  that  now  interchanges  with 
many  carriers  at  the  Niagara  Frontier. 

This  interchange  is  effected  by  the  Lehigh  Valley  at  Buffalo  with  the 
Nickel  Plate,  the  New  York  Central  (West),  and  the  Lake  Lines;  and  at 
Suspension  Bridge  with  the  Wabash,  the  Michigan  Central,  the  Pere  Mar- 
quette and  the  Canadian  National. 

The  movement  of  east- west  traffic  via  Lehigh  Valley  and  its  connections 
at  the  Niagara  Frontier,  for  three  months  ending  October,  1929,  was  as 
follows : 


Net  T ons  Delivered 


Railroad  by  Lehigh  Valley 

Canadian  National  209,039 

Michigan  Central  158,698 

New  York  Central  (West)  55,493 

Nickel  Plate  136,081 

Pere  Marquette  40,165 

Wabash  81,093 


Net  Tons  Received 
by  Lehigh  Valley 
117,914 
92,287 
142,037 
377,894 
66,395 
187,990 


Total  680,569  984,517 

Of  the  total  east-west  interchange  of  the  Lehigh  Valley,  the  Wabash  par- 
ticipates to  the  extent  of  17  per  cent.  It  receives  12  per  cent  of  the  tonnage 
delivered  by  the  Lehigh  Valley  to  its  connections,  and  turns  over  19  per  cent 
of  all  tonnage  the  Lehigh  Valley  obtains  from  other  carriers  at  this  point. 
Eighty-three  per  cent  of  the  Lehigh  Valley  east-west  interchange  is  thus  with 
carriers  other  than  the  Wabash. 

The  mere  redistribution  of  traffic  that  may  be  expected  from  consolida- 
tion, unless  accompanied  by  definite  improvements  in  transportation  as  a 
whole,  means  no  general  economic  benefits,  since  what  one  system  gains 
another  loses.  Moreover,  unless  the  Lehigh  Valley  could  secure  the  same 
volume  of  traffic  that  it  now  has  in  east-west  movements  the  results  would  be 
definitely  unsatisfactory  so  far  as  its  position  in  eastern  territory  is  concerned. 


CHAPTER  LXXII 

PROBLEMS  OF  FINANCE,  EQUIPMENT  AND  SERVICE 

If  the  Lehigh  Valley  were  consolidated  with  the  lines  of  the  Wabash- 
Seaboard,  it  would  be  grouped  with  railroads  that,  with  the  exception  of  the 
Norfolk  and  Western,  are  financially  weaker.  It  is  a matter  of  significance 
that  of  the  larger  railroads  comprising  this  proposed  system  only  three  are  on 
a dividend  basis:  the  Lehigh  Valley,  the  Norfolk  and  Western,  and  the  Pitts- 
burgh and  West  Virginia. 

From  a public  standpoint,  the  practical  problem  of  linking  the  Lehigh 
Valley  with  weaker  lines  concerns  the  property  and  equipment  placed  at  the 
disposal  of  its  shippers. 

So  long  as  the  Lehigh  Valley  maintains  its  present  status  as  an  important 
eastern  carrier  it  may  be  expected  to  hold  its  financial  position. 

The  financial  standing  of  the  Lehigh  Valley  is  shown  by  its  dividend  and 
surplus  record.  With  the  exception  of  the  nine  years  following  the  Panic  of 
1893,  the  Lehigh  Valley  has  paid  dividends  on  its  common  and  preferred  stock 
since  1858.  Beginning  with  1904  it  has  paid  10  per  cent  on  its  preferred 
stock,  and  an  average  of  8 per  cent  on  its  common  stock.  This  carrier  has  set 
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up  a substantial  surplus  which  totals  $61,500,000 — an  amount  in  excess  of 
the  par  value  of  its  common  stock;  and  since  1923  it  has  earned  its  fixed 
charges  from  1.6  to  2.6  times. 

Since  1903,  the  date  of  the  general  consolidated  mortgage,  expenditures 
of  $75,000,000  have  been  made  without  issuing  additional  securities.  Begin- 
ning with  1921  there  has  been  a net  increase  in  property  investment  amounting 
to  $47,000,000,  and  a decrease  of  $2,148,000  in  the  funded  debt.  No  equip- 
ment trusts  are  outstanding. 

Because  of  its  financial  resources  the  Lehigh  Valley  is  able  to  provide 
a physical  plant  that  is  regarded  as  equal  to  the  best  in  the  country.  Its 
shippers,  therefore,  profit  from  the  capital  expenditures  the  Lehigh  Valley  is 
able  to  make  and  the  facilities  it  is  able  to  provide. 

Comparing  the  property  position  of  the  Lehigh  Valley  with  that  of  the 
line  with  which  it  would  be  directly  linked  in  the  proposed  merger,  the  Wa- 
bash, we  find  an  example  of  the  greater  ability  of  the  strong  carrier  to  provide 
equipment  and  facilities. 

The  net  earnings  per  mile  of  road  on  the  Lehigh  Valley  are  $13,279  as 
compared  with  $5,242  for  the  Wbash;  and  the  operating  expenditure  per 
mile  of  line  on  the  Lehigh  Valley  is  three  times  as  great  as  that  on  the  Wa- 
bash. This  expenditure  means  much  in  the  number  of  tracks,  quality  of  rails, 
character  of  road  bed,  type  of  signals,  and  condition  of  equipment,  all  of 
which  have  their  bearing  on  service. 

jij 

The  favorable  financial  and  property  position  of  the  Lehigh  Wiley  might 
be  altered  if  (a)  tbe  earnings  of  the  entire  Wabash-Seaboard  System  were 
unsatisfactory;  or  (b)  if  the  surplus  now  expended  intensively  on  Lehigh 
Valley  property  were  devoted  to  the  building  up  of  railroads  in  other  parts  of 
the  country. 

a.  The  ability  of  a railroad  to  provide  equipment  depends  on  its  credit, 
which  rests  on  earnings.  The  success  that  the  Wabash-Seaboard  System 
would  have  in  meeting  competition  with  the  highly  developed  systems  in  its 
territory  is  uncertain.  Would  the  proposed  system,  for  example,  be  in  a 
position  to  compete  on  a favorable  basis  for  east-west  traffic? 

If  the  Lehigh  Valley  were  grouped  with  the  Wabash-Seaboard  S_\  stem 
its  western  connection  would  be  the  Wabash  Railway.  This  railroad  is  largely 
a single  track  line  extending  from  Omaha  and  Kansas  City  to  the  Niagara 
Frontier. 

The  Wal)ash  originates  but  30  per  cent  of  its  traffic  as  compared  wiih  60 
per  cent  originated  by  the  Lehigh  Valley.  Seventeen  per  cent  of  the  Wabash 
lines  are  operated  under  trackage  rights.  The  Wabash  reaches  some  of  its 
most  important  terminals  over  the  tracks  of  rival  systems.  It  is  com])elled 
to  use  a car  ferry  at  Detroit,  while  its  only  entrance  to  the  East  from  Detroit 
to  Suspension  Bridge,  a distance  of  241  miles,  is  over  the  tracks  of  the 
Canadian  National.  Without  having  a line  along  the  southern  shore  of  Lake 
Erie  the  proposed  system  would  be  at  a disadvantage  in  competing  for  Cleve- 
land, Youngstown,  and  Pittsburgh  traffic. 

Although  the  proposed  Wabash-Seaboard  System  is  given  trackage  rights 
into  Philadelphia,  no  provision  is  made  for  terminals.  Moreover,  if  the  i)ro- 
posed  Baltimore  and  Ohio  System  were  formed,  some  of  the  freight  now 
moving  over  the  Lehigh  \"alley  in  east-west  movements  would  likely  be  di- 
verted to  the  long  haul  of  the  Baltimore  and  Ohio.  We  are  informed  that 
since  the  control  of  the  Buft'alo,  Rochester  and  Pittsburgh  has  passed  into  the 
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hands  of  the  Baltimore  and  Ohio,  the  interchange  with  the  Lehigh  Valley  has 
been  affected. 

Taking  all  the  traffic  elements  into  consideration,  we  feel  that  the  pro- 
posed Wabash-Seaboard  System  is  too  uncertain  from  the  standpoint  of 
earnings  to  justify  definite  assurance  of  its  financial  security. 

b.  Since  most  of  the  properties  included  in  the  Wabash-Seaboard  Sys- 
tem are  not  on  a par  with  the  physical  equipment  of  the  Lehigh  Valley,  it  is 
natural  to  suppose  that  it  would  be  the  policy  of  the  management  of  the  con- 
solidated system  to  bring  them  up  to  a higher  standard. 

Such  a policy  would  involve  large  capital  expenditures.  For  example, 
the  Wabash-Seaboard  System  includes  the  Chesapeake  and  Ohio  of  Indiana, 
which  extends  from  Cincinnati  to  Chicago.  This  railroad  has  never  been  a 
])ractical  route  for  freight,  since  it  rises  from  the  Ohio  Valley  on  heavy  non- 
compensated  grades,  and  crosses  Indiana  over  a territory  topographically 
difficult.  To  make  this  road  profitable  would  require  the  expenditure  of 
great  sums  of  money.  Such  heavy  expenditures  would  involve  either  addi- 
tional bond  issues  and  increased  fixed  charges,  or  surplus  funds  now  set 
aside  for  Lehigh  Valley  improvements  would  be  diverted  to  railroads  in 
other  parts  of  the  country. 

From  the  standpoint  of  property  and  equipment  now  at  their  disposal, 
Pennsylvania  shippers  who  use  the  Lehigh  Valley  seem  therefore  to  have 
nothing  to  gain  in  the  proposal  to  merge  this  railroad  in  the  Wabash-Sea- 
board System. 

From  a service  standpoint,  all  the  advantages  of  the  smaller  railroads 
compared  with  the  larger,  discussed  in  connection  with  the  Reading,  would 
be  lost  by  merging  the  Lehigh  Valley  in  the  Wabash-Seaboard  System. 
Further,  the  competitive  routing  of  east-west  traffic  would  tend  to  be  re- 
stricted if  the  grouping  of  lines  were  to  be  successful. 

In  our  Reading  study  it  was  pointed  out  that  flexible  routing  over 
many  lines  at  junction  points  is  a traffic  factor  that  tends  to)  insure  the 
best  quality  of  service.  The  interchange  that  has  been  discussed  via  the 
Nickel  Plate,  the  New  York  Central,  the  Canadian  National,  the  Pere  Mar- 
quette, the  Wabash,  the  Michigan  Central,  and  tlie  Lake  Lines  during  the 
season  of  navigation,  indicates  the  competitive  advantage  shippers  on  the 
Lehigh  Valley  now  enjoy. 

End-to-end  mergers  have  often  been  regarded  as  having  little  effect 
on  competition ; but  in  the  case  of  the  Lehigh  Valley  the  observation  of 
Commissioner  Eastman  seems  particularly  applicable  fl 

A further  erroneous  notion  is  that  end-to-end  mergers  are  necessa- 
rily best  from  the  competitive  standpoint.  The  error  may  be  illustrated 
by  the  New  England  situation.  If  the  New  Haven  were  consolidated 
with  the  Pennsyh'ania,  competition  would  exist  only  at  the  handful  of 
points  which  it  serves  which  are  also  served  by  other  lines.  If  the 
New  Haven  remains  independent,  however,  or  becomes  part  of  a 
strictly  New  England  system,  every  little  town  on  its  line  will  have 
the  benefit  on  traffic  to  and  from  competitive  points  west  of  the  Hud- 
son River,  of  several  competing  routes.  This  is  well  recognized  and 
understood  in  New  England. 

5};  5|;  ^ 
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While  the  Lehigh  Valley  is  in  no  need  of  merging  with  any  system  to 
make  it  an  efficient  transportation  agency,  some  assert  that  wholesale  con- 
solidation of  the  eastern  carriers  might  make  it  necessary  for  this  railroad 
to  have  its  own  western  connection.  Others  maintain  that  under  any  group- 
ing of  carriers  the  Lehigir  Valley  would  always  be  able  to  hold  its  position 
as  an  independent  railroad. 

Whatever  be  the  merits  of  either  contention  is  a matter  of  opinion.  We 
are  convinced,  however,  that  the  facts  now  at  our  disposal  justify  the  con- 
clusion that  from  a Pennsylvania  standpoint  the  Lehigh  Valley  should  re- 
main an  independent  railroad. 


CHAPTER  LXXIII 

THE  DELAWARE,  LACKAWANNA  AND  WESTERN 

The  same  conclusions  that  we  have  reached  for  the  Lehigh  Valley  ap- 
ply in  general  to  the  Delaware,  Lackawanna  and  Western.  This  road, 
approximately  1000  miles  in  length,  like  the  Lehigh  X^alley,  extends  from 
N^ew  York  to  Buffalo,  and  taps  the  hard  coal  fields  of  eastern  Pennsylvania. 

The  Lackawanna  has  paid  annual  dividends  since  1854,  with  the  ex- 
ception of  seven  years  in  the  early  days  before  1880.  It  has  accumulated 
a surplus  of  $73,000,000.  Since  1921  it  has  earned  its  fixed  charges  from 
2.36  to  4.71  times,  declared  dividends  of  not  less  than  12  per  cent,  and  set 
aside  a substantial  amount  as  surplus. 

There  is,  of  course,  no  need  for  this  carrier  to  be  grouped  with  any 
system  to  make  it  function  as  an  efficient  and  prosperous  railroad. 

Like  the  Lehigh  Valley  the  Lackawanna  has  important  interchange  re- 
lationships with  carriers  at  the  N’iagara  Erontier,  and  through  these  con- 
nections ample  facilities  for  competitive  routing  are  made  available  to  its 
shippers.  The  interchange  at  the  Niagara  Erontier  for  1929  was  as  follows: 


Carlo.^d  Ixterch.xxge  of  Del.^ware,  Lack.aw.\nx.\  .\xd  W'esterx 
AT  Niagara  Frontier  During  1929 


Cars  Received  front 


Canadian  National  (Black  Rock)  34,586 

Michigan  Central  {Black  Rock)  31,737 

New  York  Central  (Black  Rock)  ■. 11.111 

New  York  Central  (East  Buffalo) 30,308 

Nickel  Plate  (East  Buffalo)  89,643 

Pere  Marquette  (Black  Rock)  18,173 

Wabash  (Black  Rock)  46,821 


Cars  Delivered  to 
51,121 
29,220 
7,001 
10,546 
51,417 
14,399 
41,485 


jjc  ^ ijc  sfe 


Whether  the  Lackawanna  could  maintain  its  position  in  east-west  in- 
terchange in  the  face  of  general  consolidation  is  a question  which,  as  we  have 
already  noted  in  our  Reading  discussion,^  has  been  raised  by  Commissioner 
Porter : 


What  would  happen  to  the  Delaware,  Lackawanna  and  Western, 
one  of  the  comparatively  short  and  strong  lines,  if  all  of  its  neighbors 
and  particularly  those  upon  which  it  depends  for  receiving  traffic  from 
the  West  were  permitted  to  combine  into  single  systems  with  through 
lines  from  the  IMiddle  West  to  the  Atlantic  seaboard?  I can  well  im- 
agine those  in  charge  of  that  property  would  at  once  claim  that  if  all  of 
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their  neighbors  and  principal  traffic  feeders  be  permitted  to  combine,  they, 
too,  would  want  to  be  affiliated  with  some  system  equal  in  strength  to 
their  neighbors. 

% ^ ^ 

In  the  Commission’s  complete  plan  the  Lackawanna  has  been  assigned 
to  the  Chesapeake  and  Ohio-Nickel  Plate  group  which  also  includes  the  Erie. 

In  view  of  the  fact  that  the  Erie  and  the  Lackawanna  are  competitors” 
in  practically  the  same  territory  east  of  Buffalo,  we  suggest  that  a more 
satisfactory  grouping — if  one  must  be  made — would  be  to  allocate  the  Lack- 
awanna to  the  New  York  Central  System. 

“Commissioner  Eastman  says:  “One  of  the  most  doubtful  features  of  the  consolidation 
plan  ...  is  the  allocation  of  the  Erie  and  the  closely  competitive  Lackawanna  to  the  same 
system.’^  Report  of  Commission  in  Finance  Docket  7645.  This  situation  is  also  recognized  by 
Commissioner  McManamy,  159  I.C.C.  570. 


The  Pittsburgh  and  West  Virginia 

CHAPTER  LXXIV 

THE  STATUS  OE  THE  PITTSBURGH  AND  WEST  VIRGINIA 

One  of  the  short  lines  involved  in  the  consolidation  proposals  of  the  In- 
terstate Commerce  Commission  is  the  Pittsburgh  and  West  Virginia  Railway. 

The  Pittsburgh  and  West  Virginia  owes  its  existence  to  the  venture  of 
George  Gould  in  the  field  of  railroad  promotion.  Gould  planned  a trunk  line 
system  to  include  the  Pittsburgh  and  West  Virginia,  the  Western  Maryland, 
the  Wheeling  and  Lake  Erie,  and  the  Wabash,  connecting  St.  Louis  and  Chi- 
cago with  the  Atlantic  seaboard  at  Baltimore. 

Gould’s  venture  ended  with  the  panic  of  1907.  In  the  crash  the  Pitts- 
burgh and  West  Virginia — then  known  as  the  Wabash-Pittsburgh  Terminal — 
went  into  receivership.  The  property  was  reorganized  in  1917  and  today 
operates  as  a small  independent  railroad.  Originally  built  to  be  part  of  a 
chain  of  railroads  connecting  the  West  with  the  seaboard,  the  Pittsburgh  and 
West  Virginia  is  now  merely  an  isolated  link. 

Although  a very  small  railroad — 89  miles  in  length — the  Pittsburgh  and 
West  Virginia  is  strategically  located.  Erom  Pittsbui'gh  Junction,  a connec- 
tion with  the  Wheeling  and  Lake  Erie,  it  extends  due  east  to  Pittsburgh,  a 
distance  of  sixty  miles.  Prom  Pierce,  a point  near  Pittsburgh,  a thirty-eight- 
mile  line  known  as  the  Connellsville  Extension  will  be  completed  within  a few 
months.  This  extension,  which  will  cost  approximately  $15,000,000,  will  link 
the  Pittsburgh  and  West  Virginia  with  the  Western  Maryland  at  Connellsville. 

Including  its  subsidiary,  the  West  Side  Belt  Line,  the  Pittsburgh  and 
West  Virginia  taps  the  rich  industrial  section  south  of  the  Monongahela  River. 
It  connects  with  the  Pittsburgh  and  Lake  Erie  at  West  End,  near  McKees 
Rocks ; with  the  Pennsylvania  at  Bridgeville  and  Clairton ; with  the  Baltimore 
and  Ohio  at  Bruceton,  and  with  the  Union  Railroad  at  Mifflin  and  Clairton. 

The  Pittsburgh  and  West  Virginia  is  a property  capable  of  handling 
heavy  tonnage.  The  ruling  grade  of  its  main  line  is  .7  per  cent ; its  curves 
have  a maximum  of  3 degrees ; its  seventeen  tunnels,  its  bridges,  and  its  cul- 
verts either  are,  or  are  designed’  to  he  double  tracked. 

Almost  70  per  cent  of  the  traffic  of  the  Pittsburgh  and  West  Virginia  is 
originating  freight;  and  of  this  tonnage  the  most  important  is  coal.  The 
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deliveries  of  coal  to  its  connections  in  the  five  years  ending  1929  were  as 
follows : 


Carloads  of  Coal  Delivered  to  Connections 


W.  & L. 

E.  R.  R. 

l^cnnsylvania  R.  R. 

Union 

B.&O. 

P.&L.E 

Year 

Pittsburgh 

Junction 

Mingo 

Junction 

Bridgcvillc 

Clairton 

Mijflin 

Junction 

Bruccton 

West 

End 

1925 

15,344 

112 

14,646 

2,671 

14,392 

2,906 

47,057 

1926 

11,316 

341 

18,195 

7,626 

9,325 

1,743 

48,666 

1927 

15,018 

254 

7,390 

1,778 

3,778 

2,105 

18,122 

1928 

25, m 

2 

9,279 

1,008 

6,091 

2,978 

18,603 

1929 

24,802 

47 

9,156 

1,413 

10,153 

4,052 

20,487 

The  movement  of  traffic  on  the  Pittsl)iirgh  and  West  Virginia  is  largely 
west  bound  to  the  Wheeling  and  Lake  Erie,  the  latter  receiving  on  an  average 
three  cars  for  every  one  delivered  to  the  Pittsburgh  and  West  Virginia. 


The  Pittsburgh  and  West  Virginia  is  an  example  of  a railroad  that  is  too 
small  to  function  to  the  greatest  advantage  of  its  shipping  community.  In  the 
past  it  has  been  restricted  in  its  rate  territories ; its  haul  is  so  short  that 
divisions  of  through  rates  do  not  warrant  the  building  of  facilities  necessary 
to  attract  freight;  and  its  traffic  solicitation  is  naturallv  restricted  in  com- 
parison with  that  of  its  powerful  neighbors. 

CHAPTER  LXXV 
THE  PROPOSED  SYSTEM 

Since  the  Pittsburgh  and  West  Virginia  cannot  function  adequately  as  a 
short  railroad,  the  most  desirable  solution  of  its  problem  from  a Pennsylvania 
standpoint  is  to  group  it  with  two  other  comparatively  short  lines : the  Wheel- 
ing and  Lake  Erie  and  the  Western  Maryland.  This  grouping  would  create 
a new  system,  1400  miles  in  length,  extending  from  the  Lakes  to  tidewater, 
with  Toledo  at  one  end,  Baltimore  at  the  other,  and  Pittsburgh  at  the  center. 

The  mileage  of  the  proposed  route  compared  with  other  standard  routes 


would  be  as  follows  : 

1.  Toledo — Baltimore:  Miles 

(a)  Wheeling  and  Lake  Erie,  (Pittsburgh  Junction)  Pittsburgh  and  West  Vir- 
ginia, (Connellsville)  Western  Maryland  554.9 

(b)  Pennsylvania  Railroad  603.1 

(c)  Baltimore  and  Ohio  Railroad  610.8 

(d)  New  York  Central,  (Youngstown)  Pittsburgh  and  Lake  Erie,  (Connellsville) 

Western  Maryland  560.4 

(e)  Nickel  Plate,  (Holgate,  Ohio)  Baltimore  and  Ohio 638.0 

(f)  Nickel  Plate,  (Ashtabula)  New  York  Central,  (Youngstown)  Pittsburgh 

and  Lake  Erie,  (Connellsville)  Western  Maryland 688.6 

(g)  Hocking  Valley,  (Marion,  Ohio)  Erie  Railroad,  (Youngstown)  Pittsburgh 

and  Lake  Erie,  (Connellsville)  Western  Maryland 622.0 

2.  Toledo — Philadelphia: 

(a)  Wheeling  and  Lake  Erie,  (Pittsburgh  Junction)  Pittsburgh  and  West  Vir- 
ginia, (Conncllsz’ille)  Western  Maryland,  (Shippensburg)  Reading  Company.  667.9 

(b)  Pennsylvania  Railroad  622.1 

(c)  Baltimore  and  Ohio  Railroad  707.2 

(d)  New  York  Central,  (Newberry  Junction)  Reading  Company 666.1 

(e)  Nickel  Plate,  (Buffalo  Junction)  Delaware,  Lackawanna  and  Western, 

(Taylor)  Central  Railroad  of  New  Jersey,  (Bethlehem)  Reading  Company.  806.6 

(f)  Hocking  Valley,  (Marion)  Erie  Railroad,  (Newberry  Junction)  Reading 

Company  847.0 
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3.  Toledo — New  York; 

(a)  Wheeling  and  Lake  Erie,  {Pittsburgh  Junction)  Pittsburgh  and  West  Vir- 
ginia, {Connellsville)  Western  Maryland,  (Shippensburg)  Reading  Com- 


pany, {Allentozvn)  Central  Railroad  of  New  Jersey 732.2 

(b)  Pennsylvania  Railroad  698.1 

(c)  Baltimore  and  Ohio  Railroad  802.7 

(d)  New  York  Central  Railroad... 712.8 

(e)  Nickel  Plate,  (Buffalo  Junction)  Delaware,  Lackawanna  and  Western 771.9 

(f)  Hocking  Valley,  (Marion)  Erie  Railroad  803.1 


The  desirability  of  new  routing  facilities  from  the  standpoint  of  shippers 
was  pointed  out  by  Mr.  John  A.  Coakley,  Traffic  Manager  of  the  American 
Steel  and  Wire  Company,  and  Mr.  A.  R.  Kennedy,  Traffic  Manager  of  the 
Pittsburgh  Steel  Company,  in  the  hearings  on  the  Connellsville  Extension 
Case.^ 

In  its  decision  granting  the  Pittsburgh  and  West  Virginia  the  right  to 
extend  its  lines  to  connect  with  the  Western  IVIaryland,  the  Commission  com- 
mented on  the  routing  strategy  of  the  Pittsburgh  and  West  Virginia  as 
follows 

The  two  strongest  arguments  in  favor  of  the  new  line  are  (1)  that 
it  will  open  up  a new  route  through  the  Pittsburgh  district,  which  will 
avoid  the  yards  and  junction  points  where  congestion  is  now  liable  to 
occur,  and  (2)  that  it  will  provide  a permanent  connection  between  the 
Pittsburgh  and  West  Virginia  and  the  Western  Maryland  so  that  they 
may,  in  combination  with  the  Wheeling  and  Lake  Erie  and  possibly  the 
Wabash,  furnish  a new  and  independent  through  route  from  the  steel- 
producing  territory,  Lake  Erie,  and  points  beyond  to  the  port  of  Balti- 
more. Both  of  these  arguments  have  weight.  In  times  of  traffic  con- 
gestion, conditions  in  the  Pittsburgh  district  have  always  been  particu- 
larly serious,  and  there  is  also  much  to  be  said  for  a new  through  route 
which  may  improve  the  situation  of  the  Western  Maryland  and  the 
Wheeling  and  Lake  Erie,  to  say  nothing  of  the  port  of  Baltimore. 

jJ;  }{c 

The  combined  investment  in  road  and  equipment  of  these  three  properties 
is  in  excess  of  $270,000,000 ; their  combined  net  income  after  all  charges  for 
the  past  three  years  has  varied  from  $7,384,000  in  1927  to  $9,680,000  in  1929; 
and  their  combined  volume  of  freight  is  approximately  44,000,000  tons.® 
While  some  of  this  tonnage  would  probably  be  diverted  if  the  present  control 
of  the  Wheeling  and  Lake  Erie,  and  of  the  Western  Maryland  were  altered, 
the  improved  effectiveness  of  traffic  solicitation  that  should  result  from  group- 
ing the  three  lines,  together  with  the  increased  tonnage  that  is  expected  with 
the  completion  of  the  Connellsville  Extension,  and  the  expansion  of  rate  ter- 
ritories, might  more  than  offset  the  losses.  The  reduction  in  overhead  costs, 
especially  administrative  expenses,  should  also  be  a factor  tending  to  increase 
the  net  earnings  of  these  carriers  if  they  were  combined. 

If  it  should  develop  that  the  three  roads  linked  together  were  unable  to 
maintain  their  position  in  their  territory,  which  is  characterized  by  intense 
traffic  competition,  we  suggest  that  they  be  combined  with  the  Wabash.  If 
this  enlarged  system  were  unable  to  hold  its  own,  the  component  parts  should 

^Docket  6229,  Hearings,  September  28,  1927. 

2138  I.C.C.  763. 

^Since  the  annual  reports  of  the  Western  Maryland  do  not  show  originating  tonnage,  the  figure 
given  includes  originating  freight  and  freight  received  from  connections.  The  records  show  that  50 
l)er  cent  of  the  freight  handled  by  the  Wheeling  and  Lake  Erie  and  the  Pittsburgh  and  West  Vir- 
ginia combined  originates  on  their  lines. 
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be  assigned  to  the  trunk  line  systems  in  such  a way  as  to  preserve  the  balance 
of  competition  and  the  flow  of  traffic. 

^ =!=  * 

While  we  favor  the  formation  of  the  new  system  from  Toledo  to  Balti- 
more, we  believe  it  would  be  in  the  public  interest  only  if  it  is  independent  of 
trunk  line  control.  The  Pennroad  Company  at  the  present  time  dominates  the 
Pittsburgh  and  West  Virginia;  the  Nickel  Plate, the  Wheeling  and  Lake 
Erie;  and  the  Baltimore  and  Ohio,  the  Western  Maryland.  Assistant  Di- 
rector Burnside  made  it  clear  in  a recent  hearing  that  the  Interstate  Commerce 
Commission  would  approve  no  acquisition  involving  the  three  railroads  unless 
there  was  assurance  that  control  would  be  exercised  without  the  domination 
of  trunk  lines.® 

if:  5}c  ^ 

The  grouping  of  the  Wheeling  and  Lake  Erie,  the  Pittsburgh  and  West 
Virginia,  and  the  Western  Maryland  is  in  harmony  with  the  Commission’s 
complete  plan  in  which  these  carriers  form  a part  of  the  Wabash-Seaboard 
System.  Without  discussing  the  merits  of  this  system  as  a whole,  we  believe 
that  from  the  standpoint  of  Pennsylvania  the  grouping  of  the  Wheeling  and 
Lake  Erie,  the  Pittsburgh  and  West  Virginia,  and  the  Western  Maryland 
would  be  in  the  public  interest. 

■*The  Wheeling  and  Lake  Erie  stock  that  was  acquired  by  the  Baltimore  and  Ohio  and  the  New 
York  Central  was  transferred  to  the  Alleghany  Corporation  and  is  now  held  for  the  benefit  of  the 
Nickel  Plate  by  a trustee.  The  domination  of  the  trunk  lines  was  enjoined  under  two  Clajdion  Act 
proceedings;  one  involving  the  Wheeling  and  Lake  Erie,  Docket  21012;  the  other  involving  the 
Western  Maryland,  Docket  21032. 

^Docket  6486,  Hearings  June  16,  1930. 


The  Pennsylvania  Railroad  (Norfolk  and  Western) 

CHAPTER  LXXVI 

HISTORIC  SIGNIEICANCE  OE  THE  PENNSYLVANIA  RAILROAD 

The  Pennsylvania  System  constitutes  an  important  part  of  the  econom- 
ic machinery  of  the  State  of  Pennsylvania.  Any  marked  change  in  the  rail- 
road map  that  affects  this  railroad  system  is,  therefore,  a matter  of  special 
interest  in  this  study.  Before  analyzing  the  position  given  to  the  Pennsyl- 
vania in  the  complete  plan  of  the  Commission,  the  historic  and  economic  sig- 
nificance of  this  railroad  to  the  State  will  be  briefly  sketched. 

The  Pennsylvania  was  brought  into  existence  during  the  early  days  of 
the  past  century  when  the  economic  mould  of  the  country  was  being  made. 
The  West — now  the  iMiddle  West — was  being  settled,  and  trade,  like  a 
river,  was  cutting  its  channels,  linking  the  plains  with  the  sea. 

It  was  then,  and  still  is,  a vital  matter  to  the  State  of  Pennsylvania 
where  these  channels  of  trade  should  lie.  Wuld  commerce  flow  through 
Buffalo,  Albany  and  N’ew  York?  Would  it  follow  the  line.  Wheeling — Cum- 
berland— Baltimore?  Or  would  it  move  by  way  of  the  head  waters  of  the 
Ohio  through  Pittsburgh,  Johnstown  and  Philadelphia? 

N^orth  of  Pennsylvania  the  Erie  Canal  was  opened  in  1825  ; to  the  south, 
the  Baltimore  and  Ohio  Railroad  was  chartered  in  1827.  New  York  and 
Baltimore  had  thus  made  their  bids  for  commercial  prestige  early  in  the 
struggle  for  the  nation’s  trade,  and  had  laid  out  highways  of  commerce  in 
which  Pennsylvania  had  no  share. 
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At  this  critical  stage  of  Pennsylvania’s  history  the  Pennsylvania  was 
organized.  In  1823,  two  years  before  the  opening  of  the  Erie  Canal,  and 
five  years  l)efore  John  Carroll  laid  the  cornerstone  of  the  Baltimore  and 
Ohio,  the  charter  for  the  Pennsylvania  Railroad,  the  predecessor  of  the 
present  company,  was  granted  by  the  legislature  of  the  State.  This  Char- 
ter sanctioned  the  building  of  a railroad  between  Philadelphia  and  Columbia, 
a point  below  Harrisburg  on  the  Susquehanna  River. 

Much  more  was  at  stake  in  these  undertakings  than  the  prosperity  of  a 
city  or  the  success  of  a venturesome  business  enterprise,  whether  it  was  a 
canal  or  a railroad : the  establishment  of  trade  routes  meant  the  opening  up, 
and  the  economic  development  of  the  territory  through  which  they  passed. 
If  Pennsylvania  was  to  hold  its  own  against  its  ambitious  rivals  to  the  north 
and  south  it  needed  its  own  line  of  communications  linking  its  one  seaport, 
Philadelphia,  with  the  territory  beyond  the  Alleghenies,  and  especially 
with  Pittsburgh,  the  gateway  to  the  West. 

At  the  expense,  and  under  the  supervision  of  the  State — since  private 
capital  was  not  forthcoming — ^the  first  stretch  of  line  from  Philadelphia  to 
the  Susquehanna  River,  near  Columbia,  was  Imilt  and  opened  for  use  in 
1834.  This  line  connected  with  the  State’s  system  of  canals  and  public  works 
at  Hollidaysburg.  From  this  point  the  old  Portage  Railroad,  owned  by  the 
State,  carried  traffic  over  the  Allegheny  Mountains  to  Johnstown;  and  from 
there  the  Ohio  River  was  reached  by  means  of  canals. 

Unwilling  to  extend  its  railroad  operations  to  the  West,  the  State,  in 
1846,  granted  to  a group  of  Pennsylvania  citizens  a eharter  that  is  the  basis 
of  the  corporate  form  of  the  present  Pennsylvania  System. 

In  1852  the  Pennsylvania  was  extended  from  Harrisburg  to  Pitts- 
burgh; in  1857  the  State’s  main  line  of  public  works  from  Philadelphia  to 
Pittsburgh,  including  the  railroad  from  Philadelphia  to  the  Susquehanna, 
was  sold  to  the  Pennsylvania  Railroad  Company ; and  in  1858  the  Pennsyl- 
vania reached  Chicago  over  the  rails  of  the  Pittsburgh,  Fort  Wayne  and 
Chicago  Railroad. 

Thus,  before  the  Civil  War  the  framework  of  the  Pennsylvania  System 
was  laid,  a system  created  by  Pennsylvania  capital  and  designed  to  fulfill  the 
dream  of  its  founder,  John  Stephens,  who  in  1823,  prophesied  4 

And  when  this  great  improvement  in  transportation  shall  have  been 
extended  to  Pittsburgh  and  thence  into  the  heart  of  the  extensive  and 
fertile  State  of  Ohio,  and  also  to  the  great  western  lakes,  Philadelphia 
may  then  become  the  grand  emporium  of  the  western  country. 

^An  interesting  account  of  the  beginnings  of  the  Pennsylvania  Railroad  is  given  by  Samuel 
Harden  Church,  The  New  York  Times,  February  21,  1925. 


CHAPTER  LXXVH 

ECONOMIC  SIGNIFICANCE  OF  THE  PENNSYLVANIA 

RAILROAD 

It  is  clear  that  from  the  standpoint  of  its  original  eonception  as  a rail- 
road, the  Pennsylvania  Railroad  has  extensive  interests  in  common  with 
the  State.  These  common  interests,  however,  are  not  merely  historic.  As 
the  Commonwealth  has  grown  the  railroad  has  prospered.  Each  today 
shares  to  a large  extent  the  fortunes  of  the  other. 

The  real  economic  significance  of  any  railroad  to  its  community  is  its 
contril)ution  to  the  production  of  wealth.  Railroads  and  other  means  of 
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transportation  create  what  the  economists  call  place  utility — they  add  value  by 
carrying  commodities  from  where  they  are  least  in  demand  to  the  places 
where  they  are  most  needed.  In  performing  this  service  railroads  are  fac- 
tors in  the  production  of  wealth. 

The  Pennsylvania  Railroad,  along  with  the  other  systems  that  serve 
the  State,  plays  its  part  as  an  agency  of  wealth  production.  Because  of  the 
extensiveness  of  its  lines  reaching  the  important  wealth  producing  and  con- 
suming areas  of  the  State,  as  well  as  of  the  East,  the  Pennsylvania  System 
has  much  to  do  in  maintaining  the  position  of  the  State  in  the  competitive 
economic  struggle.  The  fortunes  of  the  Pennsylvania  System,  therefore, 
cannot  be  divorced  from  the  broad  economic  interests  of  the  State  as  a 
whole,  nor  from  the  personal  well  being  of  many  of  her  citizens. 

There  are  two  indices  that  to  some  extent  measure  the  importance  of 
the  Pennsylvania  System  to  the  State : ( 1 ) the  physical  property  owned 

by  the  railroad  within  Pennsylvania  : and  (2)  the  financial  stake  that  the 
citizens  of  Pennsylvania  have  iir  the  System : 

1.  The  book  A'alue  of  the  road  and  equipment  of  the  Pennsylvania 
railroad  within  the  State  is  slightly  in  excess  of  one  billion  dollars.  Con- 
fining ourselves  to  trackage  as  an  example  of  physical  property,  we  find 
that  thirty-six  per  cent  of  route  mileage  of  all  the  railroads  within  the  State 
is  operated  by  the  Pennsylvania.  On  the  main  line  of  the  Pennsylvania 
from  New  York  to  Pittsburgh,  the  Interstate  Commerce  Commission  has 
placed  a value  that  ranges  from  $500,000  to  $750,000  per  mile.  To  operate 
and  manage  this  property,  70,000  men  and  women  within  the  State  are  em- 
ployed by  the  Pennsylvania  System.^ 

2.  The  citizens  of  Pennsylvania  have  a large  financial  stake  in  the  for- 
tunes of  the  Pennsylvania  System. 

The  records  of  the  Pennsylvania  Railroad  show  that  within  the  State 
there  are  80,686  stockholders,-  and  that  their  ownership  amounts  to  more 
than  5,248,000  shares  with  a par  value  of  approximately  $262,431,000. 

From  information  furnished  to  the  Auditor  General  of  the  State  we 
find  Pennsylvania  Railroad  bonds  held  within  the  State  as  follows  P 

Individuals  and  accounts  in  trusts  for  individuals,  residents  of  Penn- 


sylvania   $ 99,037,680  (par) 

Saving  Fund  Institutions,  Banks,  Trust  Companies,  and  Beneficial, 

Charitable  and  Religious  Institutions  within  Pennsylvania 190,487,180  (par) 


Total  $289,544,860 


Residents  of  Pennsylvania  own  more  than  40  per  cent  of  the  outstand- 
ing stock  of  the  whole  Pennsylvania  System,  and  approximately  52  per  cent 
of  its  entire  funded  debt.  Important  as  are  these  figures,  they  are  outranked 
by  the  $125,000,000  paid  annually  in  wages  to  the  employees  of  the  rail- 
road in  Pennsylvania ; by  the  sums  that  go  for  taxes ; and  by  the  annual 
payments  made  by  the  Pennsylvania  Railroad  Company  in  the  purchase  of 
equipment,  coal  and  other  supplies  to  the  mines  and  industries  of  the  State. 
Although  the  Pennsylvania  Railroad  serves  thirteen  states,  and  the  District  of 
Columbia,  its  special  significance  to  Pennsylvania  cannot  be  ignored. 

iMay  15,  1930. 

“April  30,  1930. 

“For  1929. 
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CHAPTER  LXXVIII 


PENNSYLVANIA  RAILROAD’S  INVESTMENT  IN  THE  NOR- 

EOLK  AND  WESTERN 

Granting  that  the  Pennsylvania  System  is  closely  identified  with  the  in- 
terests of  the  State  of  Pennsylvania  as  a whole,  it  is  especially  pertinent  for 
us  to  inquire  how  this  System  fared  in  the  allocation  of  railways  proposed 
by  the  Interstate  Commerce  Commission. 

In  the  complete  plan  of  the  Interstate  Commerce  Commission  the  Penn- 
sylvania Railroad  is  constituted  as  System  No.  Pour.  This  designation  merely 
confirms  an  existing  relationship,  since  most  of  the  component  parts  of  the 
system  are  already  a recognized  part  of  the  Pennsylvania,  by  reason  of  stock 
ownership  or  lease. 

Although  no  important  additions  to  the  Pennsylvania  System  have  been 
proposed  by  the  Commission,  one  railroad  that  for  thirty  years  has  been 
closely  affiliated  with  it,  the  Norfolk  and  Western,  has  been  allocated  to  the 
proposed  Wabash-Seaboard  System. 

Since  physically  the  Norfolk  and  Western  lies  entirely  beyond  the  borders 
of  the  State,  our  interest  in  its  grouping  is  confined  to  one  point : the  probable 
effect  of  the  proposed  allocation  of  this  carrier  upon  the  prosperity  of  the 
Pennsylvania  Railroad. 

In  examining  the  possibility  of  the  separation  of  the  Norfolk  and  West- 
ern from  the  Pennsylvania,  three  phases  of  the  problem  will  be  discussed ; the 
affiliation  between  the  Pennsylvania  and  the  Norfolk  and  Western;  the  traffic 
and  revenue  relationship  between  these  carriers ; and  the  economics  of  coal 
involved. 

The  investment  of  the  Pennsylvania  Railroad  and  affiliated  companies  in 
the  Norfolk  and  Western  Railway  Company  dates  from  1900,  four  years  after 
the  latter  had  gone  through  a reorganization.  The  present  holdings  of  the 
Pennsylvania  are  as  follows  : 


Par  Value 

Common  Stock  $58,432,100 

Preferred  Stock  12,505,000 

Total  $70,937,100 

This  investment  of  the  Pennsylvania  and  its  chief  subsidiary  is  equal  to 
43.34  per  cent  of  the  total  outstanding  common  and  preferred  stock  of  the 
Norfolk  and  Western. 

Besides  its  direct  investment  in  the  Norfolk  and  Western,  the  Pennsyl- 
vania has  spent  large  sums  of  money  in  order  to  enable  it  to  collect  and  dis- 
tribute Norfolk  and  Western  traffic  efficiently.  As  an  illustration  of  this 
policy,  the  Pennsylvania  has  double  tracked  in  advance  of  its  needs  a large 
portion  of  its  lines  from  Columbus  to  Sandusky  and  Chicago ; at  Sandusky 
it  has  erected  modern  docks  and  machinery  for  Norfolk  and  Western  coal 
traffic ; and  at  Hagerstown  and  Norfolk  it  has  joined  the  Norfolk  and  Western 
in  cooperative  undertakings  for  handling  traffic.  The  Pennsylvania  also  has 
extended  its  lines  into  the  Detroit  district  to  enlarge  the  volume  of  Norfolk 
and  Western  traffic  as  well  as  its  own. 

While  it  is  true  that  if  the  Norfolk  and  Western  were  separated  from 
Pennsylvania  control  these  improvements  would  not  be  entirely  wasted,  it  is 
certain  that  their  cost  would  be  out  of  all  proportion  to  their  value  to  the 
Pennsylvania. 
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CHAPTER  LXXIX 
EARNINGS  AND  TRAEEIC 

The  control  of  the  N^orfolk  and  Western  affects  the  earnings  of  the 
Pennsylvania  in  two  ways : ( 1 ) through  earnings  on  the  common  and  pre- 
ferred stock;  and  (2)  through  interchange  of  traffic. 

1.  It  has  been  pointed  out  that  the  Pennsylvania  Railroad  and  its  asso- 
ciated companies  own  $58,432,100  par  value  common  stock  and  $12,505,000 
par  value  preferred  stock  of  the  Norfolk  and  Western  Railway  Company. 

At  the  time  the  Pennsylvania  made  its  initial  purchases  of  Norfolk  and 
Western  securities,  in  1900,  the  common  stock  paid  no  dividends.  In  1901  it 
paid  2 per  cent ; since  that  time  the  rate  has  increased  with  fair  regularity 
with  the  exception  of  one  recession  in  June,  1908.  The  present  rate  is  10  per 
cent.  The  company  has  frequently  been  in  a position  to  declare  extra  divi- 
dends. In  1929  the  dividend  declared  was  12  per  cent.  The  preferred  stock 
is  non-cumulative  and  pays  4 per  cent. 

The  investment  in  Norfolk  and  Western  has  been  an  excellent  thing  for 
the  Pennsylvania  security  holders.  They  have  everything  to  gain  and  nothing 
to  lose  by  a continuance  of  the  present  relationship  between  these  two  carriers. 

2.  So  far  as  the  surrender  of  securities  is  concerned,  the  proposal  to 
separate  the  Pennsylvania  from  the  Norfolk  and  Western  theoretically  might 
not  result  in  a loss  of  income,  since  the  purchaser  would  be  compelled  to  pay 
a fair  price ; but  if  the  separation  of  these  railroads  lessened  traffic  inter- 
change the  loss  in  operating  income  would  be  irreparable.  Its  assignment  to 
the  Wabash  or  any  other  system  means  the  removal  of  this  traffic  to  new 
channels  of  commerce,  since  otherwise  the  consolidation  would  be  a useless 
and  costly  proceeding. 

The  following  statistics  of  car  loads  interchanged  between  the  Norfolk 
and  Western  and  the  Pennsylvania  for  four  years,  1915,  1920,  1925  and  1929, 
indicate  the  flow  of  traffic  between  these  carriers ; 

Traffic  from  Norfolk  and  Western 
To  Pennsylvania  Railroad  To  Others 


Percent  Percent  Total 

Year  Loads  of  total  Loads  of  total  Loads 

1915 251,839  38.3  405,3.30  61.7  657,169 

1920 209,222  35.8  375,850  64.2  585,072 

1925 320,169  40.4  472,575  59.6  792,744 

1929 349,542  36.9  596,511  63.1  946,053 


It  is  evident  that  from  250,000  to  350,000  loaded  cars  move  each  year 
from  the  Norfolk  and  Western  to  the  Pennsylvania  lines  for  additional  haul; 
and  that  of  all  the  freight  the  Norfolk  and  Western  delivers  to  connections, 
35  to  40  per  cent  of  it  is  turned  over  to  the  Pennsylvania. 

The  volume  of  freight  delivered  by  the  Pennsylvania  to  the  Norfolk  and 
Western  is  considerably  less  than  the  amount  it  receives.  Ereight  delivered 
varies  from  40,000  to  65,000  cars  annually,  and  constitutes  11  to  15  per  cent 
of  the  total  freight  received  by  the  Norfolk  and  Western  from  all  its  con- 
nections. The  detailed  statistics  are  : 


Traffic  to  Norfolk  and  Western 


Prom  Pcnnsylva)iia  Railroad 
Per  cent 


Year  Loads  of  total 

1915 41,734  11.0 

1920 55,590  13.6 

1925 63,416  15.3 

1929 64,119  13.7 


From  Others 


Per  cent 

T otal 

Loads 

of  total 

Loads 

338,870 

89.0 

380,604 

352,735 

86.4 

408,325 

351,553 

84.7 

414,969 

402,665 

86.3 

466,784 
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The  volume  of  tonnage  between  the  Pennsylvania  and  the  Norfolk  and 
Western  moves  through  five  principle  gateways  which  shared  the  1929  traffic 
as  follows : 

Delivered  by  Norfolk  and  Western  in  1929 


To  Pennsylvania 

Gateway  Railroad  To  Others  Total 

Columbus  276,017  255,700  531,717 

Hagerstown  40,531  24,763  65,294 

Cincinnati  25,276  61,361  86,637 

Circleville  1,955  ....  1,955 

Norfolk  5,763  23,284  29,047 

Other  Junctions  231,403  231,403 


Total  349,542  596,511  946,053 

Received  by  Norfolk  and  Western  in  1929 
From  P cnnsylvania 

Gatezoav  Railroad  From  Others  Total 

Columbus  ' 25,230  41,477  66,707 

Hagerstown  11,033  18,231  29,264 

Cincinnati  18,740  29,639  48,379 

Circleville  2,276  ....  2,276 

Norfolk  6,840  30,091  36,931 

Other  Junctions'  ....  283,227  283,227 


Total  64,119  402,665  466,784 


We  have  seen  that  in  1929  the  Norfolk  and  Western  delivered  to  the 
Pennsylvania  349,542  loaded  cars  and  received  from  the  Pennsylvania  64,119 
loaded  cars.  For  its  share  in  this  movement  totalling  413,661  loaded  freight 
cars  (exclusive  of  traffic  in  which  either  railroad  was  an  intermediate  carrier) 
the  Pennsylvania  received  on  an  average  more  than  $900,000  a month  revenue 
as  follows : 

Gross  Income  of  the  Pennsylvania  Railroad  in  1929,  due  to  Freight: 


Delivered  to  Received  from 

Month  Norfolk  and  Western  Norfolk  and  Western 

January  $ 97,472.35  $577,393.87 

February  93,673.61  607,145.01 

March  109,544.45  .565,338.37 

April  155,552.43  799,416.85 

May  149,369.56  952,253.53 

lune  136,427.02  866,241.65 

luly  129,871.30  881,976.01 

August  144,196.22  979,622.09 

September  153,930.79  946,003.10 

October  177,632.01  955,235.73 

November  141,351.81  770,984.06 

December  113,340.41  628,523.63 


Total  $1,602,361.96  $9,530,133.90 

Grand  Total  $11,132,495.86 


If  the  Norfolk  and  Western  passed  into  the  control  of  another  system  the 
Pennsylvania  would  risk  the  loss  of  this  profitable  business.  As  long  as 
the  Pennsylvania  has  its  financial  interest  in  the  Norfolk  and  Western  the  two 
carriers  are  friendly  connections  supplementing  each  other;  but  if  the  Nor- 
folk and  Western  passed  into  the  hands  of  a carrier  competing  with  the  Penn- 
sylvania, the  latter  would  have  an  uphill  fight  in  retaining  a fair  percentage 
of  the  present  volume  of  traffic  it  now  handles. 

Tire  reduction  in  the  volume  of  the  Norfolk  and  Western  traffic  would  be 
a serious  loss  to  the  Pennsylvania.  It  is  usually  estimated  that  60  to  70 
per  cent  of  a railroad’s  expenses  are  constant.  When  traffic  declines,  expenses 
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do  not  fall  at  the  same  rate;  and  when  business  increases  expenses  tend  to 
lag  behind.  For  this  reason  a comparatively  small  decrease  in  the  total  vol- 
ume of  business  may  affect  net  earnings  out  of  all  proportion  to  its  apparent 
significance. 


CHAPTER  LXXX 
COAL  MOVEMENTS 

The  economics  of  coal  plays  a part  in  the  relationship  that  exists  be- 
tween the  Pennsylvania  and  the  N^orfolk  and  Western. 

The  most  striking  aspect  of  the  soft  coal  situation  of  the  eastern  part 
of  the  United  States  is  the  decline  in  the  production  of  coal  in  the  northern 
fields  and  the  increase  in  the  production  in  the  southern  fields.  The  north- 
ern district,  which  includes  Pennsylvania,  is  served  by  such  roads  as  the 
Pennsylvania  Railroad,  the  X"ew  York  Central,  and  the  Baltimore  and 
Ohio;  the  southern  district  is  the  territory  contiguous  to  the  Chesapeake  and 
Ohio,  the  Norfolk  and  Western  and  the  Virginian. 

An  indication  of  the  increasing  importance  of  the  southern  roads  in 
coal  shipments  is  the  comparative  coal  tonnages  originating  on  the  northern 
and  southern  roads  in  the  two  years  1920  and  1928:  the  northern  roads  orig- 
inated approximately  189  million  net  tons  in  1920,  and  144  million  net  tons 
in  1928;  while  in  this  same  period  the  net  tonnage  of  the  southern  roads 
increased  from  97  million  to  156  million.^ 

The  Pennsylvania  System,  along  with  the  other  northern  carriers,  has 
suffered  from  the  general  trend  of  declining  coal  shipments  originating  on 
its  line,  as  the  following  shows : 


Bituminous  Coal  Loaded  for  Rail  Shipment  on 
Pennsylvania  Railroad- 


Y ear  Net  Tons 

1919  58,635,293 

1920  68,421,287 

1921  58,194,829 

1922  46,370,344 

1923  56,926,345 

1924  46,525,839 

1925  41,614,121 

1926  46,875,600 

1927  38,666,152 

1928  36,137,803 

1929  40,276,937 


While  coal  originating  on  the  Pennsylvania  has  been  declining,  the  op- 
posite tendency  is  apparent  on  the  N^orfolk  and  Western: 

Bituminous  Coal  Loaded  for  Rail  Shipment  on  the 
Norfolk  and  Western^ 


Year  Net  Tons 

1919  20,963,711 

1920  21,487,954 

1931  20,540,069 

1922  26,473,188 

1923  26,854,994 

1924  30,872,611 

1925  38,122,834 

1926  40,313,807 

1927  37,208,761 

1928  36,238,638 

1929  42,038,015 


^These  figures  apply  to  roads  serving  Northern  and  ^liddle  Appalachian  Districts.  They 
include  revenue  as  well  as  non-revenue  coal. 

“Reports  to  the  I.C.C. 
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The  decline  in  coal  originating  on  the  Pennsylvania  and  the  increase 
of  Norfolk  and  Western  shipments  in  certain  selected  markets  is  strikingly 
shown  in  the  following  table  which  presents  the  position  in  1929  compared 
with  1919: 


Bituminous  Coal  Loaded  on^ 
Pennsylvania  Railroad  Norfolk  and  Western 


Destination 


1929 


1929  Index 


1929 


1929  Index 


Net  Tons  (1919-base  100)  Net  Tons  (1919-base  100) 


Northwestern  Pennsylvania  419,491  41  25,652  12,956* 

Ohio  points  4,623,396  70  6,700,707  177 

Michigan  points 81,841  19  5,181,843  362 

Indiana  points 22,261  49  1,411,349  175 

Illinois  points 18,531  7 6,016,268  134 

Various  other  states  and  Canada....  1,761,109  101  1,913,147  668 

Lake  Billed 3.031,315  59  8,715,010  335 

Tidewater  5,574,631**  66  7,602,136**  132 

*The  small  shipments  of  southern  coal  to  Northwestern  Pennsylvania  in  1919  make  this  per- 
centage unusually  large. 

**Ticlewater  figures  represent  gross  tons. 

As  originating  coal  has  declined  in  its  own  territory  the  Pennsylvania 
has  increased  the  volume  of  coal  received  from  connections  of  which  the 
Norfolk  and  Western  is  the  most  important.  The  result  is  that  in  the  total 
volume  of  coal  carried  the  Pennsylvania  has  more  than  held  its  own. 


Bituminous  Coal  Handled  by  Pennsylvania  Railroad^ 


Year  Net  Tons 

1922  76,977,309 

1923  94,130,325 

1924  80,175,322 

1925  90,017,160 

1926  99,182,673 

1927  86,065,245 

1928  78,818,248 

1929  88,157,225 


It  is  apparent  that  the  coal  received  from  the  Norfolk  and  Western 
counteracts  the  loss  of  coal  tonnage  that  originates  in  Pennsylvania  terri- 
tory. In  this  way  volume  of  freight  is  maintained,  revenue  is  protected,  and 
costs  of  transportation  are  lowered. 


®Table  compiled  from  figures  published  by  Ohio  Bureau  of  Coal  Statistics. 
^Annual  Reports  of  Pennsylvania  Railroad  Company  to  stockholders. 


CHAPTER  LXXXI 

CONCLUSIONS  REGARDING  THE  NOREOLK  AND  WESTERN 

One  very  important  problem  that  the  close  relationship  between  the 
Norfolk  and  Western  and  the  Pennsylvania  raises  concerns  the  coal  inter- 
ests of  the  State. 

Opposite  points  of  view  upon  this  problem  have  been  expressed  by  two 
students  of  railroad  consolidation.  Commissioner  Eastman  presents  the 
following  opinion  Y 

I would  not  include  the  Norfolk  and  Western  in  the  Pennsylvania 
System.  Either  the  Clayton  Act  or  the  Sherman  Act  should  be  used 
to  pry  these  roads  apart.  They  are,  it  seems  to  me,  clearly  competitive. 


U59  I.C.C.  560. 
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. . . The  coal  traffic  of  the  Norfolk  and  Western  from  the  southern 
fields  are  . . . intensely  competitive  with  the  coal  traffic  of  Pennsyl- 
vania from  northern  fields,  as  was  amply  demonstrated  in  the  Lake 
Cargo  case,  to  say  nothing  of  the  comjretition  on  export  and  import 
traffic  through  Norfolk  as  compared  with  similar  traffic  through  the 
Pennsylvania  ports. 

Professor  Ripley,  in  spite  of  the  fact  that  in  his  tentative  report  he 
favored  an  independent  Norfolk  and  Western  System,  maintains;- 

This  property  (the  Norfolk  and  Western)  has  been  controlled  and 
largely  developed  under  substantial  stock  ownership  by  the  credit  of  the 
Pennsylvania.  Its  immense  coal  traffic  constitutes  a reserve  upon  which 
the  Pennsylvania  will  draw  after  depletion  of  its  coal  resources  in  Penn- 
sylvania. The  Norfolk  and  Western  is  a connection  and  not  a competitor. 

sf: 

It  is  undoubtedly  true  that  there  is  market  competition  between  the 
mine  owners  of  Pennsylvania  and  the  southern  operators.  Would  the  po- 
sition of  Pennsylvania  operators  be  improved  if  the  Pennsylvania  Railroad 
withdrew  its  control  over  the  Norfolk  and  Western?  More  specifically,  the 
question  is : Would  rate  differentials  be  more  favorable  to  the  northern 
mining  interests  if  the  two  carriers  were  separated? 

In  general  we  feel  the  answer  to  this  question  is  in  the  negative. 

1.  For  reasons  of  self  interest  the  Pennsylvania  Railroad  is  concerned 
in  the  development  of  the  coal  industry  of  the  State. 

2.  If  the  Norfolk  and  Western  were  made  independent,  its  policy 
would  not  be  any  more  favorable  to  the  marketing  of  coal  mined  in  Penn- 
sylvania than  it  is  now. 

3.  If  the  Norfolk  and  Western  were  assigned  to  a trunk  line  system 
such  as  the  Commission  proposed  in  its  complete  plan,  the  general  problem 
from  the  standpoint  of  the  Pennsylvania  coal  interests  would  in  no  way  be 
solved.  The  coal  operators  of  the  State  would  gain  nothing,  and  the  Penn- 
sylvania would  risk  losing  the  valuable  interchange  traffic  that  has  been  de- 
scribed. 

4.  The  adjustment  of  freight  rates  rests  ultimately  with  the  Inter- 
state Commerce  Commission.  This  Commission  has,  over  a period  of 
years,  fixed  the  differentials  as  between  the  Ohio,  Pennsylvania  and  Fair- 
mont fields  served  directly  by  the  Pennsylvania  Railroad,  and  the  south- 
ern fields  served  by  the  Norfolk  and  Western  Railway  with  respect  to  Lake 
Cargo  coal,  as  well  as  coal  going  into  Central  Freight  Association  Territory 
and  Buffalo.  It  is  to  the  Interstate  Commerce  Commission  that  Pennsylvania 
coal  shippers  must  look  for  relief  when  confronted  by  what  they  consider 
an  intolerable  rate  situation 

5jc  sf:  s|c 

Another  angle  to  the  problem  of  the  affiliation  of  the  Pennsylvania  with 
the  Norfolk  and  Western  is  the'growing  use  of  southern  coal  in  certain  indus- 
tries of  the  State.  The  war  period  demonstrated  the  value  of  mixing  coal 
from  the  northern  and  southern  fields  owing  to  their  different  metallurgical 
qualities.  This  is  especially  true  of  industries  that  use  coal  for  the  manu- 
facture of  coke,  gas  and  by-products.  Looking  to  the  future,  it  seems  wise 
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to  maintain  close  relations  between  the  railroads  that  reach  the  southern 
fields  and  the  industries  of  Pennsylvania. 

^ ^ ^ ^ ^ 

Reviewing  the  affiliations  between  the  Norfolk  and  Western  from  the 
standpoint  of  the  State  our  conclusions  are : 

1.  The  Norfolk  and  Western  should  retain  its  long  time  affiliation 
with  the  Pennsylvania  Railroad. 

2.  If  wholesale  consolidation  of  railroads  takes  place — a policy  that  we 
are  not  recommending — the  Norfolk  and  Western  should  become  part  of 
the  Pennsylvania  System.  In  making  this  proposal  we  are  assigning  the 
Pennsylvania  to  a position  with  reference  to  the  southern  coal  fields  similar 
to  that  recommended  by  the  Commission  for  the  New  York  Central  and  the 
Van  Sweringen  group,  to  which  the  Virginian  and  the  Chesapeake  and  Ohio 
have  been  allocated. 


The  Bessemer  and  Lake  Erie 

CHAPTER  LXXXII 

SERVICE  OE  THE  BESSEMER  AND  LAKE  ERIE 

The  Bessemer  and  Lake  Erie  Railroad,  which  is  entirely  owned  by  the 
U^nited  States  Steel  Corporation,  has  been  assigned  in  the  complete  plan  of  the 
Commission  to  System  No.  6,  the  Chesapeake  and  Ohio-Nickel  Plate  group. 

The  Bessemer  and  Lake  Erie  was  acquired  by  the  Carnegie  Steel  Com- 
pany a few  years  prior  to  its  absorption  by  the  United  States  Steel  Corpora- 
tion. The  Bessemer  is  a line  227  miles  in  extent.  From  North  Bessemer, 
where  it  connects  with  the  Union  Railroad,  it  runs  in  a north-south  direction 
to  Conneaut  Harbor,  and  reaches  Erie  over  the  tracks  of  the  Nickel  Plate. 

Forty  per  cent  of  the  traffic  of  the  Bessemer  is  for  the  account  of  the 
Corporation.  This  railroad  is  used  to  haul  iron  ore  from  Conneaut  Harbor  to 
the  mills  at  Pittsburgh ; and  for  return  load  coal  moves  in  large  volume  north 
bound.  The  result  is  that  the  Bessemer  is  a railroad  highly  developed  in 
equipment  and  service  to  handle  heavy  mineral  tonnage.  In  1928  and  1929 
the  traffic  was  made  up  as  follows ; 


Commodity  1928  Tonnage  1929  Tonnage 

Iron  Ore  9,590,000  10,641,000 

Coal  4,766,000  6,408,000 

Other  Freight  5,909,000  5,918,000 


Total  20,265,000  22,967,000 


The  Bessemer  represents  an  investment  of  more  than  $63,000,000.  It  is 
a profitable  enterprise,  the  net  annual  earnings  since  1923  varying  from 
$2,500,000  to  $6,500,000. 

^ * 

Although  the  Steel  Corporation  is  both  the  owner  and  the  most  important 
customer  of  the  Bessemer,  this  railroad  is  by  no  means  limited  in  the  character 
of  service  it  renders.  Sixty  per  cent  of  its  total  traffic  is  tonnage  shipped  by 
non-proprietory  interests.  How  do  these  shippers  fare  with  respect  to  rates, 
routing  and  general  service? 
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1.  The  question  of  rates  may  be  dismissed  without  discussion.  All 
shippers  on  the  Bessemer  pay  the  same  rates  that  they  would  if  this  carrier 
were  under  trunk  line  control.  The  ultimate  rate  authority  is  the  Interstate 
Commerce  Commission.  If  there  were  any  rate  irregularities  on  the  Bessemer 
they  would  soon  be  aired  in  the  press  and  l)efore  the  State  and  Federal  com- 
missions. No  such  material  for  headlines,  or  for  commission  censure  has 
developed. 

2.  The  Bessemer,  cutting  across  the  cast-west  trunk  lines,  offers  its 
shippers  the  advantages  of  competitive  routing.  Through  its  various  junction 
points  the  Bessemer  interchanges  freight  with  ten  carriers,  and  these  in  turn 
have  through  routes  established  with  227  railroads  for  east  bound,  and  869 
railroads  for  west  bound  shipments. 

The  use  of  these  various  routes  is  indicated  by  the  following  table  of 
interchange. 


Loaded  Cars  Received  From  and  Delivered  To  Connections  for  I^Ionths  of 
September,  October,  and  November,  1929 

Received  by  Delwered  by 

Bessemer  & Lake  Erie  Bessemer  & Lake  Erie 


Railroad 

September 

October 

November 

September 

October 

November 

New  York  Central.. 

363 

323 

226 

1,067 

1,403 

1,490 

Pennsylvania  

1,467 

1,524 

975 

1,895 

2,106 

1,424 

Nickel  Plate 

350 

296 

230 

1,912 

1,762 

1,838 

Erie  

1,039 

1,104 

770 

4,262 

3,974 

3,321 

L.  & P.  S 

4 

1 

555 

667 

685 

W estern  Allegheny . . 

, 2,048 

2,205 

1,954 

151 

228 

109 

B.  R.  & P 

1,081 

1,117 

1,039 

794 

784 

588 

Baltimore  and  Ohio. 

595 

654 

626 

1,786 

2,842 

2,562 

Unity  Railway  

1,171 

1,306 

1,374 

20 

27 

91 

Union  Railroad  

8,908 

10,471 

9,104 

25,445 

24,253 

13,825 

Totals 

17,022 

19,004 

16,299 

37,887 

38,046 

25,861 

The  movement  of  coal  through  interchange  connections 

in  1929  was  as 

follows : 

Net  Tons 

Net  Tons 

Railroad 

Delwered 

Received 

New  York  Central 

371,034 

Pennsylvania  

69,693 

170,241 

Nickel  Plate  

598,581 

1,003 

Lake  Coal  

2,661,330 

Ferry — L.  & P.  S 

200,074 

Collier — Pere  Marquette  

164,190 

Erie  

1,189,792 

194 

Western  Allegheny  

8,514 

241,049 

Buffalo,  Rochester  and  Pittsburgh.... 

66,490 

1,622 

Baltimore  and  Ohio 

744,766 

11,438 

Unity  Railway 

507,968 

Llnion  Railroad  

2,502,266 

Totals  

6,074,464 

3,435,781 

3.  The  Bessemer  has  the  facilities  which  make  it  possible  for  it  to 
render  service  of  high  quality.  An  inspection  of  this  railroad  and  the  equip- 
ment at  Conneaut  Harbor  for  handling  coal,  ore,  stone,  and  other  commodities, 
leaves  the  impression  of  a railroad  highly  efficient  in  its  management,  and 
unusually  well  equipped  from  the  standpoint  of  ballast,  rails,  engines,  shops, 
and  rolling  stock,  to  handle  the  type  of  traffic  for  which  it  was  constructed. 
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We  have  made  personal  investigation  regarding  the  quality  of  service 
rendered  by  the  Bessemer.  We  find  its  service,  in  general,  satisfactory.  The 
replies  to  our  questionnaires  sent  to  Bessemer  shippers  also  show  that  the 
Bessemer  is  performing  the  functions  of  a common  carrier  in  a commendable 
manner. 


CHAPTER  LXXXIII 

REASONS  FOR  ALLOCATING  THE  BESSEMER 

In  spite  of  the  successful  operation  of  the  Bessemer  and  the  uniformly 
good  service  rendered  by  this  carrier,  considerations  of  public  policy  have 
been  urged  in  support  of  separating  the  Bessemer  from  the  United  States 
Steel  Corporation  and  allocating  it  to  the  Chesapeake  and  Ohio-Nickel  Plate 
group. 

Since  this  allocation  is  similar  to  that  suggested  by  Professor  Ripley  in 
his  1921  report,  it  is  pertinent  to  examine  the  reasoning  on  which  that  group- 
ing was  based. 

Professor  Ripley  advances  five  main  arguments  for  assigning  the  Besse- 
mer to  the  Erie  which  is  included  in  the  Chesapeake  and  Ohio-Nickel  Plate 
group.  These  arguments  will  be  stated  and  then  discussed  briefly  since  they 
constitute  highly  important  considerations. 

The  arguments  advanced  by  Professor  Ripley  for  allocating  the  Bessemer 
to  the  Erie  group  are  as  follows  d 

1.  It  is  advisable  that  all  the  eastern  trunk  line  systems  should  have 
direct  entrance  over  their  own  lines  into  the  Pittsburgh  district.  At  the 
present  time  the  Erie  has  trackage  rights  over  the  Pittsburgh  and  Lake  Erie 
Railroad  which  permit  it  to  solicit  traffic  as  an  originating  carrier.  This 
arrangement  is  unsatisfactory  to  the  Erie. 

2.  The  Bessemer  and  Lake  Erie  should  be  under  railroad  control  in- 
stead of  under  that  of  the  Steel  Corporation.  It  is  the  contention  of  Pro- 
fessor Ripley  that  if  the  commodities  clause  excludes  railroads  from  the 
ownership  of  industry,  industry  should  be  excluded  from  the  ownership  of 
railroads. 

3.  Because  of  the  ownership  of  the  Bessemer  by  the  Steel  Corporation 
this  railroad  has  held  the  position  of  pace  maker  in  fixing  rates.  Owing  to 
its  balance  of  traffic  north  and  south  bound  the  cost  of  transportation  on 
this  railroad  is  much  lower  than  can  be  generally  obtained  by  competing  car- 
riers. The  result  is  that  the  Bessemer  is  in  a position  to  propose  rates  on  coal 
and  ore  that  are  below  a fair  standard  of  remuneration  for  other  carriers. 

4.  Other  common  carriers,  as  well  as  the  competing  steel  industries,  are 
anxious  to  have  the  Bessemer  brought  under  railroad  ownership  and  control. 

5.  Providing  a belt  line  is  formed  joining  the  Union  and  the  Montour 
Railroad,  it  would  be  possible  for  interests  other  than  the  Steel  Corporation 
to  share  to  a greater  extent  than  they  do  in  supplying  traffic  for  the  Bessemer. 
Assuming  that  the  Steel  Corporation  would  be  disposed  to  divert  a consid- 
erable part  of  the  traffic  from  the  Bessemer  in  the  event  of  its  absorption  by 
the  Van  Sweringen  interests,  the  deficiency  might  therefore  be  made  up  by 
the  development  of  the  belt  line  which  would  put  the  Bessemer  in  direct  con- 
tact with  other  shippers  who  do  not  at  the  present  time  route  via  the  Bessemer. 


^63  I.C.C.  496-497. 
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CHAPTER  LXXXIV 


PROBLE^IS  OE  PUBLIC  POLICY 

These  arguments  presented  by  Professor  Ripley  will  be  examined  in 
order  to  see  to  wbat  extent  they  should  influence  our  conclusions. 

1.  If  the  railroads  are  to  be  grouped  into  a limited  number  of  systems 
we  agree  that  each  system  should  have  an  entrance  into  the  Pittsburgh  district. 
In  the  event  of  general  railroad  consolidation  in  the  East,  the  allocation  of  the 
Bessemer  to  the  Van  Sweringen  group  would,  therefore,  seem  logical. 

2.  The  second  point  made  by  Professor  Ripley  is  that  the  commodities 
clause  should  be  applied  to  a railroad  owned  by  an  industry.  The  commodities 
clause  of  the  Interstate  Commerce  Act  is  in  effect  as  follows  d 

It  shall  be  unlawful  for  any  railroad  company  to  transport  in  interstate 
or  foreign  commerce  any  article  or  commodity  (other  than  timber  and 
the  manufactured  products  thereof)  manufactured,  mined  and  produced 
by  it,  or  under  its  authority  or  which  it  may  own  in  whole  or  in  part  or 
in  which  it  may  have  any  interest  direct  or  indirect,  except  such  articles 
or  commodities  as  may  be  necessary  and  intended  for  its  use  in  the  con- 
duct of  its  business  as  a common  carrier. 

Whether  this  clause  applies  to  a railroad  owned  by  an  industry  is  the 
issue  raised  in  a suit  recently  filed  in  the  Eederal  District  Court  for  the 
northern  district  of  Illinois.  This  suit  was  instituted  by  the  Attorney  General 
of  the  United  States  against  the  Elgin,  Joliet  and  Eastern  Railroad,  upon  the 
request  of  the  Interstate  Commerce  Commission.  Since  this  issue  involving 
law  and  fact  will  be  decided  by  the  courts  it  may  be  dismissed  from  this 
discussion. 

3.  The  position  of  the  Bessemer  as  a pace  maker  in  fixing  rates  is  the 
next  argument  advanced  by  Professor  Ripley  against  the  present  status  of  the 
Bessemer.  We  are  not  able'to  agree  with  this  position.  On  the  contrary,  it 
seems  to  be  the  policy  of  the  Bessemer  not  to  initiate  rates,  but  rather  to  follow 
the  lead  of  other  railroads  in  rate  questions. 

4.  The  argument  that  (a)  the  independent  steel  interests,  and  (b)  the 
other  railroads  favor  the  separation  of  the  Bessemer  from  the  Steel  Corpora- 
tion can  be  accepted  without  question. 

a.  The  independent  steel  manufacturers  assert  that  the  ownership  of  the 
Bessemer  by  the  Steel  Corporation  constitutes  unfair  competition.  This  is  a 
problem  the  merits  of  which  should  be  decided  by  such  a body  as  the  Eederal 
Trade  Commission  or  the  courts.  The  decision  ultimately  reached  has  a 
definite  bearing  on  the  consolidation  problem  of  the  Bessemer ; but  the  prob- 
lem itself  is  not  a matter  to  be  treated  in  an  investigation  of  this  character. 

b.  While  we  have  received  no  official  expression  of  the  opinion  of 
railroad  executives  other  than  those  of  the  Bessemer  regarding  the  separa- 
tion of  that  carrier  from  the  Steel  Corporation,  it  is  natural  to  conclude  that 
they  would  favor  such  a policy.  If  the  Bessemer  were  an  independent  line 
or  were  part  of  a larger  system,  a greater  distribution  than  now  exists  of 
the  Steel  Corporation’s  traffic  to  other  railroads  would  probably  result. 

There  can  of  course  be  no  doubt  that  the  wider  distribution  of  the  traffic 
of  the  Steel  Corporation  would  strengthen  the  general  position  of  railroads 
other  than  the  Bessemer  in  the  Pittsburgh  district. 


'Interstate  Commerce  Act,  Section  1,  par.  S. 
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5.  Whether  the  development  of  a belt  line  would  compensate  for  the 
possible  loss  of  traffic  on  the  Bessemer  if  this  railroad  were  no  longer  con- 
trolled by  the  Steel  Corporation  is  problematical. 

^ ^ ^ 

We  regard  the  Bessemer  and  Lake  Erie  as  a well  managed,  efficient 
transportation  machine ; it  is  serving  its  shippers  effectively ; and  it  is  an 
adjunct  to  the  dominant  industry  of  the  Pittsburgh  district.  In  the  case  of 
the  Reading  we  favored  its  independence  because  it  functions  successfully 
as  it  is,  and  because  we  could  see  no  definite  gains  in  service  to  its  present 
clients  l)y  consolidating  it  with  the  Baltimore  and  Ohio  Railroad.  Applying 
this  same  reasoning  to  the  Bessemer  we  must  say  that  the  Bessemer  can 
well  remain  as  it  is. 

However,  we  cannot  ignore  an  element  in  the  consolidation  problem  of 
the  Bessemer  that  did  not  appear  in  the  case  of  the  Reading : the  issue  of 
public  interest  involved  in  tbe  ownership  of  the  Bessemer  by  the  United 
States  Steel  Corporation.  If  the  courts  or  other  responsible  public  agencies 
decide  that  from  the  standpoint  of  law  or  public  interest  the  Bessemer  should 
be  separated  from  the  United  States  Steel  Corporation,  we  believe  that  its 
allocation  to  a trunk  line  would  be  necessary. 

In  tbe  Commission’s  complete  plan  the  Bessemer  is  allocated  to  the 
Van  Sweringen  group.  Since  this  group  has  no  direct  entrance  into  the 
Pittsburgh  district  over  its  own  lines,  the  assignment  of  the  Bessemer,  in 
the  event  of  its  separation  from  the  Steel  Corporation,  to  the  Chesapeake  and 
Ohio-Nickel  Plate  System  would  apparently  be  most  in  accord  with  public 
interest. 


The  Delaware  and  Hudson 

CHAPTER  LXXXV 

a 

THE  DELAWARE  AND  HUDSON 

The  Delaware  and  Hudson,  a railroad  approximately  900  miles  in 
length,  extends  from  Wilkes-Barre,  Carbondale  and  Scranton  to  the  Cana- 
dian Border.  It  reaches  such  points  in  New  York  as  Binghamton,  Sche- 
nectady, Saratoga,  Whitehall,  Plattsburg  and  Rouses  Point,  with  branches 
to  Albany  and  Troy  and  to  Rutland,  Vermont. 

The  most  important  traffic  of  the  Delaware  and  Hudson  is  coal.  This 
railroad  also  penetrates  the  slate  and  marble  regions  of  New  England,  tbe 
paper  and  pulp  industries  of  the  Hudson  Valley,  and  the  iron  mines  of  the 
Adirondacks. 

The  Delaware  and  Hudson  is  an  important  connecting  link  between 
New  England  and  Pennsylvania.  The  flow  of  traffic  is  mostly  over  the 
lines  of  the  Boston  and  Maine  which  connects  with  the  Delaware  and  Hud- 
son at  Mechanicville.  In  the  Commission’s  complete  plan  these  two  rail- 
roads are  grouped  together. 

jfc  Jjc  >1<  ^ 

Shippers  on  the  Delaware  and  Hudson  are  in  general  not  opposed  to 
the  grouping  of  that  carrier  with  the  Boston  and  Maine.  This  we  may  as- 
sume from  the  tenor  of  the  opinions  contained  in  the  replies  to  our  ques- 
tionnaire, which  are  as  follows  : 
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1.  Service  rendered  by  the  Delaware  and  Hudson  is  entirely  satis- 
factory; in  fact  it  would  be  difficult  to  improve  it.  W e do  not  think  that 
the  merger  would  in  any  way  impair  the  quality  of  service.  It  is  the 
policy  of  our  firm  to  ignore  the  problem. 

2.  W'e  do  not  know  enough  about  the  matter  to  express  an  opinion. 
It  would  be  difficult  to  imagine  how  service  would  be  impaired. 

3.  Service  is  satisfactory  now  but  it  might  be  improved  if  the  mer- 
ger were  effected. 

4.  The  public,  as  well  as  the  two  railroads,  would  be  bettered  if  the 
merger  were  effected. 

5.  We  believe  that  we  could  expand  our  business  in  New  England 
if  the  Delaware  and  Hudson  were  merged  with  the  Boston  and  iMaine. 

6.  Our  polic}'  and  interests  are  not  concerned  in  the  merger  and 
therefore  we  are  inclined  to  ignore  it. 

7.  It  is  the  polic}’  of  this  company  not  to  short  haul  originating 
lines.  While  we  do  not  concede  that  the  supervision  of  the  small  rail- 
road is  always  better  than  that  of  a trunk  line  we  are  opposed  to  en- 
larging the  Delaware  and  Hudson. 

8.  If  you  can  show  us  that  rates  will  be  lowered  we  would  favor  the 
merger.  If  any  consolidation  takes  place  we  think  that  the  natural  al- 
location of  the  Delaware  and  Hudson  is  to  the  Xew  York  Central. 

9.  We  have  very  friendly  relations  with  both  the  carriers  concerned 
in  this  merger  problem.  The  present  service  rendered  by  the  Delaware 
and  Hudson  is  satisfactory.  If  a voluntar}'  consolidation  takes  place  we 
can  see  no  argument  against  it. 

10.  W'e  doubt  if  there  would  be  any  change  in  practical  shipping 
arrangements  if  the  merger  were  completed.  So  long  as  existing  facilities 
are  continued  at  Troy  we  are  not  interested  in  the  problem. 

1 1 . The  bulk  of  our  tonnage  moves  to  the  west  and  south  and  service 
rendered  by  the  Delaware  and  Hudson  is  excellent.  We  are  within 
switching  limits  and  can  ship  by  other  routes  and  via  water  if  necessarw 
For  this  reason  we  are  not  concerned  with  any  possible  restriction  of 
competition  due  to  consolidations. 

12.  W'e  do  not  see  how  we  could  be  affected  either  way,  but  if  we 
had  to  render  our  opinion  it  would  be  in  opposition  to  the  merger. 

13.  W'e  feel  that  service  would  be  impaired  by  the  creation  of  a 
larger  system. 

14.  Service  now  rendered  by  the  Delaware  and  Hudson  is  satis- 
factory. WY  haven't  the  slightest  idea  how  a merger  would  affect  us. 

15.  W'e  feel  we  have  nothing  whatever  to  fear  from  the  service 
standpoint  if  these  lines  consolidate. 

16.  We  do  not  think  the  merger  would  make  any  difference  in  our 
business. 

17.  If  freight  moving  over  both  systems  is  consolidated  into  a one- 
line  haul  we  think  we  would  be  benefited  by  the  consolidation. 

18.  WY  ship  principally  to  Massachusetts  on  the  Boston  and  Maine. 
The  consolidation  might  facilitate  movements  and  reduce  freight  charges. 

19.  W'e  are  not  sufficiently  acquainted  with  the  situation  to  render 
a decision. 

20.  W'e  are  inclined  to  think  that  service  might  be  impaired. 

21.  jMost  of  our  customers  are  along  the  Xew  York  Central  lines 
or  its  connections.  WY  therefore  feel  it  would  be  a great  advantage  for 
the  Delaware  and  Hudson  to  be  absorljed  bv  the  Xew  York  Central. 
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22.  We  are  not  concerned  in  this  problem  because  the  large  part  of 
our  shipments  are  via  the  Hudson  River  route. 

23.  Freight  originating  at  our  plant  goes  over  the  Boston  and  Maine 
to  New  England  and  if  these  roads  are  merged  the  possibility  of  through 
car  loading  at  one  collection  point  is  enhanced.  Since  the  shipper  routes 
freight  we  do  not  think  that  competition  would  be  impaired. 

24.  We  are  really  not  in  a position  to  comment  on  this  problem. 

25.  Since  most  of  our  shipments  are  from  the  west  we  have  no 
practical  interest  in  this  problem. 

26.  The  Delaware  and  Hudson  gives  us  good  service  at  all  times, 
but  we  do  not  think  there  would  be  any  deterioration  in  the  quality  of 
service. 

27.  While  we  do  not  approve  of  compulsory  consolidations,  if  the 
carriers  work  out  this  merger  voluntarily  we  would  not  object. 

28.  We  do  not  believe  that  present  conditions  would  he  changed  by 
grouping. 

29.  The  service  of  the  Delaware  and  Hudson  and  the  Boston  and 
Maine  is  excellent  and  we  do  not  think  that  it  would  be  bettered  or  im- 
paired if  the  merger  were  effected.  A large  percentage  of  our  shipments 
move  in  private  cars.  We  never  experienced  any  difficulty  in  the  matter 
of  car  supply.  We  neither  encourage  or  oppose  the  merger. 

30.  We  feel  that  service  would  be  distinctly  impaired  by  the  merger 
of  these  railroads. 

31.  We  have  occasion  to  file  hut  few  complaints  with  the  Delaware 
and  Hudson.  It  has  always  been  their  policy  to  try  to  satisfy  us.  We 
work  together  and  always  receive  car  supply  to  fit  our  needs.  Since 
we  can  reach  New  England  via  the  Boston  and  Albany  and  New  Haven 
we  are  not  concerned  what  happens  to  the  Boston  and  Maine. 

32.  It  is  our  opinion  that  there  are  certain  advantages  both  ways 
and  whether  or  not  the  merger  takes  place  it  is  impossible  to  determine 
which  side  has  the  better  argument. 

33.  We  would  not  be  benefited  by  the  merger;  neither  would  we  be 
injured. 

34.  We  are  unable  to  answer  your  questions  intelligently.  For  four- 
teen years  we  have  had  excellent  service  from  the  Delaware  and  Hud- 
son. We  are  unable  to  say  wbat  would  happen  as  a result  of  the  merger. 

35.  We  would  not  expect  any  change  if  these  roads  became  one  sys- 
tem. All  our  shipments  eastbound  are  routed  via  Delaware  and  Hudson 
and  Boston  and  Maine.  The  merger  would  not  change  the  situation 
in  any  respect. 

36.  We  are  favorably  inclined  to  the  merger.  The  chances  are  our 
service  will  be  bettered  by  the  consolidation  of  these  two  carriers. 

37.  Since  we  have  other  routes  to  New  England  besides  the  Dela- 
ware and  Hudson  and  Boston  and  Maine  we  are  not  concerned. 

38.  We  are  unable  to  express  any  opinion. 

The  apparent  lack  of  opposition  in  the  minds  of  the  Delaware  and 
Hudson  shippers  to  the  grouping  presents  a contrast  to  the  prevailing  views 
of  shippers  using  the  Reading  and  the  Lehigh  Valley.  This  variance  in 
attitude  may  be  explained  by  the  difference  in  the  nature  of  the  consolida- 
tions proposed. 

The  grouping  of  the  Reading  in  the  Baltimore  and  Ohio,  and  the  group- 
ing of  the  Lehigh  Valley  in  the  Wabash-Seaboard  System  create  in  the 
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minds  of  the  shippers  prol)lems  involving  competition ; while  in  the  Delaware 
and  Hudson-Boston  and  Maine  proposed  merger  this  issue  does  not  arise. 

The  main  gateway  of  the  Delaware  and  Hudson  is  at  Mechanicville 
where  it  connects  with  the  Boston  and  Maine.  At  this  point  the  Delaware  and 
Hudson  interchanges  with  no  other  carrier. 

The  importance  of  the  Boston  and  Maine  in  the  flow  of  Delaware  and 
Hudson  traffic  is  shown  in  the  following  interchange  figures  involving  New 
England  shipments  for  three  months  ending  November  30,  1929: 

Loaded  Cars  Delivered  and  Received  by  the  Delaware  and  Hudson 


New  England  Carriers  Delivered  Received 

Boston  and  Maine  47,504  21,181 

Central  Vermont  1,910  355 

Rutland  3,629  957 

Boston  and  Albany  6,176  2,334 


Viewing  this  proposed  merger  from  a Pennsylvania  standpoint,  it  is 
difficult  to  see  that  there  is  public  interest  one  way  or  another  in  the  pro- 
posal. Traffic  flows  between  Pennsylvania  and  New  England  over  the  lines 
of  the  Delaware  and  Hudson  and  the  Boston  and  Maine  without  interruption 
and  with  apparent  satisfaction  to  shippers.  Both  carriers  get  the  long  haul 
through  their  interchange  at  Mechanicville,  so  that  the  continuance  of  the 
present  traffic  movement  may  be  expected  without  consolidation.  If  the 
merger  of  these  two  properties,  however,  is  necessary  to  stabilize  the  present 
channels  of  trade,  the  balance  of  tbe  argument  tips  in  favor  of  consolidation 
of  tbe  Delaware  and  Hudson  and  the  Boston  and  Maine. 

Granting  that  the  merger  of  the  Boston  and  Maine  and  the  Delaware 
and  Hudson  is  in  harmony  with  the  interests  of  Pennsylvania,  is  this  merger 
sufficiently  sound  from  an  economic  standpoint?  What  is  the  economic 
future  of  the  territories  served  by  these  two  railroads? 

Without  discussing  the  future  of  New  England,  we  find  that  the 
originating  traffic  position  of  the  Delaware  and  Hudson  is  none  too  promising. 
More  than  half  the  tonnage  of  the  Delaware  and  Hudson  is  anthracite  coal 
that  comes  from  the  Wyoming  fields.  Mr.  L.  E.  Loree^  asserts  that  the  life 
of  this  field  is  not  more  than  25  or  35  years.  Would  it  not  be  wise,  therefore, 
to  link  the  Delaware  and  Hudson  with  an  anthracite  group  of  carriers  whose 
resources  are  of  longer  tenure.  This  grouping  we  have  suggested  in  Chap- 
ter XLIV. 

n3i  i.c.r.  754. 


7'he  Erie  Railroad 

CHAPTER  LXXXVT 

EINANCIAL  PROBLEM  OE  THE  ERIE  RAILROAD 

Although  the  Erie  Railroad  lies  mostly  beyond  the  borders  of  Pennsyl- 
vania it  penetrates  important  commercial  areas  of  tbe  State.  It  reaches  such 
points  as  Carbondale,  Scranton  and  Pittston  in  the  anthracite  region,  and 
Sharon,  Oil  City  and  Meadville  in  the  northwestern  part  of  the  State. 

The  Erie  has  been  assigned  to  the  Chesapeake  and  Ohio-Nickel  Plate 
group  in  the  Commission’s  complete  plan.  This  assignment  is  an  interesting 
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illusti'ation  of  the  fact  that  the  Commission  does  not  regard  allocation  in  the 
complete  plan  as  indicating  the  presumption  of  public  interest.  On  March 
2,  1926,  the  Commission  rejected  the  proposal,  initiated  by  the  Nickel  Plate', 
to  bring  the  roads  included  in  the  Van  Sweringen  group  together.  The  basis 
of  the  rejection  was  that  the  terms  and  conditions  of  control  were  unjust 
and  unreasonable.^  On  May  8,  1928,  the  Commission  vetoed  practically  the 
same  projwsal,  this  time  initiated  by  the  Chesapeake  and  Ohio.  The  veto 
of  the  Commission  was  based  on  the  conclusion  “that  the  acquisition  by  the 
Chesapeake  and  Ohio  Railway  of  control  of  the  Erie  Railroad  would  not  be 
in  the  public  interest. 

The  main  issue  to  be  decided  regarding  the  Erie  is  whether  it  will  func- 
tion better  standing  alone  or  grouj^ed  with  other  carriers.  Eor  our  part,  we 
favor  such  grouping  as  will  provide  greater  financial  stability  for  the  Erie 
than  it  has  enjoyed  in  the  past. 

Although  the  Erie  is  one  of  four  systems  extending  from  the  seaboard  to 
Chicago,  its  financial  position  has  always  l:)een  considerably  weaker  than  that 
of  the  Pennsylvania,  the  New  York  Central  and  the  Baltimore  and  Ohio. 
This  condition  is  due  in  part  (1)  to  its  location,  and  (2)  to  financial  manipu- 
lation that  has  at  times  resulted  in  the  complete  demoralization  of  the  Erie. 

1.  The  main  line  of  the  Erie  extending  from  New  York  to  Chicago 
avoids  many  of  the  largest  traffic  centers  reached  by  its  powerful  rivals,  and 
it  is  too  far  distant  from  the  lakes  to  share  in  the  development  that  has  taken 
place  in  those  regions.  It  is  even  handicapped  in  its  through  movements, 
since  its  line  from  New  York  to  Chicago  is  somewhat  longer  than  those  of 
the  Pennsylvania  or  the  New  York  Central. 

2.  The  Erie  has  gone  through  three  reorganizations,  the  last  one  taking 
place  in  1895.  This  carrier  has  never  been  able  entirely  to  shake  off  the 
effects  of  the  orgy  of  gambling  in  which  Gould,  Eiske  and  Drew,  in  the 
period  following  the  Civil  War,  used  the  Erie  as  a plaything  of  wild  specula- 
tion. The  result  is  that  the  capitalization  of  the  Erie  i^er  mile  of  road  is 
higher  than  that  of  the  other  trunk  lines  as  the  following  shows 

Capitalization  Per  Mile  of  Road 


Erie  Railroad  $173,270 

New  York  Central  Railroad  155,190 

Baltimore  and  Ohio  Railroad  144,630 

Pennsylvania  Railroad  103,770 


No  dividends  have  ever  been  paid  on  the  common  stock  of  the  present 
Erie;  and  preferred  dividends  were  not  paid  in  the  twenty  years  from  1908 
to  1928.  The  best  thing  about  the  capital  structure  of  the  Erie  is  the  fact 
that,  due  to  the  reorganizations,  the  funded  debt  per  mile  of  road  is  lower 
than  that  of  the  other  trunk  lines,  with  the  exception  of  the  Pennsylvania. 

4:  * =1= 

It  is  evident  that  the  earnings  of  the  Erie  must  either  be  increased_  to 
justify  its  huge  capitalization  or  a thorough  going  financial  reorganization 
should  take  place. 

Even  with  a financial  reorganization,  the  revenue  problems  of  the  Erie 
would  not  be  solved.  A large  proportion  of  the  consolidated  income  of  the 
Erie  is  revenue  derived  from  its  valuable  coal  properties.  If  the  commodities 

’105  I.C.C.  425. 

U38  I.C.C.  537. 

®Based  on  figures  for  1926. 
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clause  were  applied  it  seems  that  these  proi>erties  should  be  segregated  from 
the  Erie.  The  results  on  income  would  soon  be  felt.  As  an  example  of  the 
importance  of  the  income  from  coal,  the  Commission  points  out  that  in  1926, 
the  profit  and  loss  credit  of  the  Erie  amounted  to  $8,250,000.^  Of  this  total 
$5,600,000  represented  income  from  two  of  the  four  most  important  coal 
companies  controlled  by  this  railroad.  If  these  important  coal  properties 
were  separated  from  the  Erie  it  is  doubtful  if  financial  reorganization  would 
place  it  on  sound  footing. 

U38  I.C.C.  520. 


CHAPTER  LXXXVII 
ALLOCATION  OF  THE  ERIE 

In  view  of  the  probable  financial  difficulties  the  Erie  would  face  if  it 
remains  independent,  we  favor  grouping  it  with  the  Van  Sweringen  proper- 
ties. 

There  is  some  transportation  relationship  between  the  Chesapeake  and 
Ohio  and  the  Erie  since  the  latter  west  of  Marion,  Ohio,  furnishe’s  a low 
grade,  and  light  density  line  for  west  bound  freight  moving  from  Cincinnati 
via  the  Hocking  Valley.  It  is  possible  also  that  traffic  relationships  between 
the  Erie  and  the  Pere  Marquette,  the  lines  of  which  are  largely  complementary 
and  supplementary,  may  become  closer.  However,  viewed  from  the  stand- 
point of  the  public  the  argument  for  allocating  the  Erie  to  the  Van  Sweringen 
group  is  not  in  terms  of  transportation  service,  but  in  terms  of  general 
financial  backing. 

^ 

There  is  a de  facto  situation  which,  though  not  decisive,  has  some  weight 
in  supporting  the  allocation  of  the  Erie  to  the  Van  Sweringen  group. 

The  Van  Sweringens  became  interested  in  the  Erie  in  1923,  hut  it  was 
not  until  1927  that  they  made  their  influence  felt  in  the  management  of  the 
road.  Practical  economies,  notably  through  the  introduction  of  modern 
equipment,  have  resulted:  contracts  injuriously  affecting  the  position  of  the 
road  have  not  been  renewed ; working  capital  has  been  supplied ; and  the 
general  credit  position  of  the  carrier  has  been  strengthened. 

The  period  has  been  too  short  to  measure  the  permanent  influence  of  the 
Van  Sweringen  control  upon  the  road : moreover,  the  improvement  in  the 
national  railroad  position  in  general  during  these  years  makes  statistical  com- 
parisons futile.  It  cannot  be  denied,  however,  that  the  prevailing  impression 
is  that  a large  part  of  the  improvement  of  the  Erie  in  recent  years  is  due  to 
the  increased  efficiency  of  its  present  management. 

We  recognize  that  the  problems  of  management  and  of  consolidation 
are  two  different  things ; and  that  it  is  possible  to  have  good  management 
without  consolidation.  In  the  present  case,  however,  we  feel  it  would  be 
unwise  to  jeopardize  the  present  management  of  the  Erie  by  favoring  an 
independent  system,  or  suggesting  some  other  grouping. 

^ 

We  cannot  see  that  the  grouping  of  the  Erie  with  the  Van  Sweringen 
interests  will  in  any  way  injure  Pennsylvania  shippers  from  the  standpoint 
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of  competition  or  service,  since  the  position  of  this  carrier  within  the  State 
would  remain  as  it  is. 

The  only  problems  that  arise  from  a Pennsylvania  standpoint  concern 
the  coal  interests  of  the  State,  and  railroads  that  interchange  freight  at  the 
Niagara  Frontier. 

The  unification  of  the  Erie,  which  has  comparatively  few  bituminous 
mines,  with  the  Chesapeake  and  Ohio,  the  interests  of  which  are  largely  iden- 
tified with  soft  coal,  might  open  new  markets  for  southern  coal,  such  as 
Youngstown,  markets  that  are  now  within  reach  of  Pennsylvania  operators. 
We  feel,  however,  that  this  problem  is  basically  independent  of  consolidation 
and  does  not  constitute  a valid  argument  against  the  merger. 

As  for  the  Lehigh  Valley  and  the  Delaware,  Lackawanna  and  Western, 
the  interchange  of  which  might  he  adversely  affected  by  the  merger,  we 
recognize  a problem  of  traffic  diversion.  How  important  this  might  he  to 
the  carriers  concerned  is  a matter  of  conjecture.  However,  since  in  general 
we  believe  that  the  Erie  should  l)e  grouped  with  other  carriers  in  order  to  hold 
its  position  in  eastern  territory,  we  see  no  alternative  hut  to  allocate  it  to  the 
Van  Sweringen  interests. 


Terminal  Switching  Carriers 


CLIAPTER  LXXXVHI 

TERMINAL  SWITCHING  CARRIERS 

The  Commission’s  complete  plan  mentions  two  types  of  local,  or  short 
line  common  carriers.  In  the  first  group  are  the  terminal  railroads.  These 
are  subject  to  later  allocation.  In  the  second  group  are  carriers  which  we 
will  specify  as  terminal  switching  lines.  These  are  allocated  in  the  Commis- 
sion’s plan  to  one  or  more  of  the  trunk  line  systems.  The  terminal  railroads 
in  Pennsylvania  mentioned  by  the  Commission  are : 

East  Erie  Commercial  Railroad 
The  Monongahela  Connecting  Railroad 
Montour  Railroad 

Pittsburgh,  Allegheny  and  McKees  Rock  Railroad 
Union  Railroad 

Allegheny  and  South  Side  Railway 
Pencoyd  and  Philadelphia  Railroad 
The  Philadelphia  Belt  Line  Railroad 
Pittsburgh  and  Ohio  Valley  Railway 

Regarding  these  terminal  railroads  the  policy  of  the  Commission  is 
stated  as  follows  d 

Our  plan  does  not  at  present  contain  a complete  allocation  of  termi- 
nal properties  to  individual  trunk  lines.  Generally  speaking,  the  ter- 

U59  l.C.C.  522. 
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minal  railroad  properties,  wherever  located,  automatically  fall  into  the 
aggregation  of  terminal  properties  of  which  they  are  a part.  We  think 
that  consolidation  should  be  accompanied  hy  the  unification  of  all  ter- 
minal lines  in  the  respective  terminals.  All  terminal  properties  should 
be  thrown  open  to  all  users  on  fair  and  equal  terms  so  that  every  indus- 
try on  whatever  rails  located  shall  have  access  to  all  lines  radiating  from 
that  terminal,  and  every  line  carrier  reaching  that  terminal  shall  simi- 
larly have  access  to  all  terminal  tracks  within  the  terminal  area.  As 
our  reports  show,  for  years  access  to  terminals  has  raised  questions 
associated  with  such  terms  as  reciprocal  switching,  absorption  of  switch- 
ing charges,  switching  of  competitive  traffic,  favored  zones,  and  switch- 
ing of  non-competitive  traffic,  and  with  unjust  discriminations  and  undue 
preferenees.  The  unification  of  terminal  properties  everywhere  should 
put  an  end  to  disputes  of  this  character  to  the  advantage  alike  of  all 
railroads  and  all  users  of  railroads.  In  the  interest  of  efficient  and 
economical  operation  and  the  free  movement  of  traffie,  restrictions  in 
service  and  discrimination  in  charges  which  have  arisen  from  differences 
in  local  terminal  situations  should  cease  to  l)e  a feature  of  railroad 
operation. 

The  cases  which  have  been  brought  to  our  attention  from  time  to 
time  during  past  years,  referred  to  above,  show  wide  variations  in  the 
conditions  attendant  upon  terminal  operations  in  different  cities.  A 
complete  survey  embracing  all  terminals  would  no  doubt  show  still 
greater  variety  than  that  indicated  by  these  cases.  In  the  face  of  such 
a great  variety  in  circumstances  and  conditions,  it  is  impracticable 
to  prescribe  in  advance  a universal  rule  for  terminal  railroad  unification 
and  operation.  Each  terminal  and  the  properties  serving  it  must  be 
studied  in  the  light  of  its  particular  facts  and  a practical  solution  worked 
out  with  due  regard  to  the  property  and  other  rights  of  all  owners  and 
users.  This  is  the  duty  in  the  first  instance  of  the  carriers  serving  each 
terminal.  We  expect  to  deal  with  these  situations  to  the  extent  that 
they  are  connected  with  respective  applicants  when  we  shall  have  occa- 
sion to  consider  particular  applications  to  consolidate,  and  therefore 
refrain  from  allocating  in  the  present  plan  the  various  terminal  prop- 
erties not  specifically  mentioned  herein.  For  present  purposes  they  may 
he  treated  as  independent  systems,  subject  to  later  grouping  as  shown 
to  be  in  the  public  interest. 

Since  the  Commission  has  decided  that  the  allocation  of  terminal  rail- 
roads should  be  deferred  to  some  future  time,  we  have  omitted  them  from 
this  study. 

s-c  ^ jfc 

The  distinction  between  terminal  railroads  and  terminal  switching  rail- 
roads is  in  many  cases  difficult  to  make.  For  our  purposes,  however,  terminal 
switching  railroads  are  those  terminal  lines  that  have  been  definitely  allo- 
cated by  the  Commission. 

The  terminal  switching  railroads  of  Pennsylvania  and  their  allocation 
are  as  follows : 
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Terminal  Switching  Railroad 

Aliquippa  and  Southern  Railroad 
Company 

Chestnut  Ridge  Railway  Company 

Conenraugh  and  Black  Lick  Rail- 
road Company 

Cornwall  Railroad  Company 

Donora  Southern  Railroad  Com- 
pany 

Johnstown  and  Stony  Creek  Rail- 
road Company 

McKeesport  Connecting  Railroad 
Company 

Northampton  and  Bath  Railroad 
Company 

Philadelphia,  Bethlehem  and  New 
England  Railroad  Company 

Steelton  and  Highspire  Railroad 
Company 

Susquehanna  and  New  York  Rail- 
road Company 

Tionesta  Valley  Railway  Company 

LTpper  Merion  and  Plymouth  Rail- 
way Company 

Etna  and  Montrose  Railroad  Com- 
pany 

New  Haven  and  Dunbar  Railroad 
Company 


System  Assigned  to 

Pennsylvania 

Baltimore  and  Ohio 

Pennsylvania ; Baltimore  and  Ohio 
(each  one-half  interest) 

Baltimore  and  Ohio 

Pennsylvania 

Pennsylvania ; Baltimore  and  Ohio 
(each  one-half  interest) 

New  York  Central ; Pennsylvania ; 
Baltimore  and  Ohio  (each  one- 
third  interest) 

Baltimore  and  Ohio ; Chesapeake  and 
Ohio — Nickel  Plate  (each  one-half 
interest) 

Baltimore  and  Ohio ; Wabash-Sea- 
board (each  one-half  interest) 

Pennsylvania ; Baltimore  and  Ohio 
(each  one-half  interest) 

Waha  sh  - S eahoar  d 

Baltimore  and  Ohio 

Baltimore  and  Ohio 

Pennsylvania ; Baltimore  and  Ohio 
(each  one-half  interest) 

Pennsylvania ; Baltimore  and  Ohio 
(each  one-half  interest) 

* * 


A terminal  switching  carrier  is  a railroad  owned  by  an  industry  and 
incorporated  by  it  as  a common  carrier.  It  usually  serves  a comparatively 
few  shippers  other  than  the  industry  by  which  it  is  owned,  but  for  the  most 
part  its  function  is  to  supply  switching  service,  yarding,  and  car  storage, 
and  provide  inter-mill  and  short  haul  movements  for  the  parent  industry. 
These  carriers  usually  act  as  intermediaries  between  the  line  haul  carriers 
and  the  tracks  of  the  industrial  railroads  which  are  plant  facilities. 

Terminal  switching  carriers  presumably  perform  a service  that  is  the 
function  of  line  haul  carriers.  For  this  service  they  receive  compensation 
from  the  latter  in  the  form  of  allowances  or  divisions  of  the  through  rate. 

We  have  studied  the  operation  of  certain  terminal  switching  carriers 
that  we  regard  as  typical,  selected  from  the  list  which  has  been  indicated. 
The  work  of  these  small  railroads  is  highly  specialized  and  localized ; their 
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operations  in  handling  inbound  and  outbound  movements,  and  in  disposing 
of  slag,  are  conditioned  by  the  productive  activity  of  the  parent  industry, 
an  activity  dependent  on  the  accurate  timing  of  car  movements ; and  their 
management  seems  to  be  more  naturally  allied  with  the  parent  industry  than 
with  that  of  a line  haul  carrier.  Although  line  haul  carriers  could  take  over 
the  management  of  these  terminal  switching  railroads,  we  believe  that,  in 
general,  the  change  would  result  in  less  economy  and  efficiency  from  an 
operating  standpoint." 

Although  labor  employed  by  terminal  switching  carriers  receives  on  an 
average  10  per  cent  less  in  wages  per  hour  than  the  members  of  the  railroad 
brotherhoods  on  trunk  lines,  there  seem  to  be  certain  compensations ; definite 
location,  closer  contact  with  management,  and  simplification  in  the  recogni- 
tion of  seniority  rights.  In  one  case  we  have  found  that  although  the  hourly 
wage  of  men  employed  on  a switching  terminal  carrier  is  10  per  cent  below 
standards  prevailing  on  trunk  lines,  the  total  earnings  of  the  men  are  con- 
siderably in  excess  due  to  efficiency  standards  and  a bonus  system. 

5}«  ^ ifC  ^ 

While  in  general  we  regard  the  ownership  of  terminal  switching  car- 
riers by  their  parent  industries  as  conducive  to  efficient  physical  operation, 
we  recognize  that  the  present  control  can  be  justified  only  insofar  as  fair 
competition  is  maintained  and  the  revenue  position  of  line  haul  carriers  is 
protected.  Both  of  these  issues  involve  the  compensation  received  by  termi- 
nal switching  carriers  from  the  line  haul  carriers. 

In  several  important  cases  before  the  Interstate  Commerce  Commission® 
the  problem  of  compensation  paid  to  terminal  switching  carriers  has  come 
up  for  review.  As  common  carriers,  terminal  switching  lines  are  entitled 
to  a division  of  through  rates  or  to  an  allowance  on  inbound  and  outbound 
freight  that  enters  into  interchange  with  line  haul  carriers. 

If  the  compensation  received  by  a line  haul  carrier  is  just  and  reason- 
able, the  public  has  no  concern  in  the  ownership  of  the  terminal  switching 
carriers.  On  the  other  hand,  if  the  compensation  of  the  terminal  switching 
carriers  is  unjust  and  unreasonable  the  public  is  vitally  concerned:  the  prob- 
lem of  rebates  is  involved,  and  also  the  revenue  position  of  line  haul  carriers, 
which  has  some  bearing  on  rates  the  public  pays. 

These  matters  are  essentially  problems  of  regulation  that  are  clearly 
within  the  jurisdiction  of  the  Interstate  Commerce  Commission,  and  not  of 
consolidation.  Only  if  it  should  develop  that  problems  of  the  character  we 
have  mentioned  concern  Pennsylvania  terminal  switching  carriers  allocated 
in  the  complete  plan,  and  that  the  solution  of  these  problems  is  dependent 
upon  consolidation  would  we  favor  a change  of  control  of  these  lines.^ 

-This  statement  applies  to  all  the  carriers  listed  with  the  possible  exception  of  the  Susquehanna 
and  New  York  Railroad  which  seems  to  function  more  as  a bridge  line  than  as  a terminal  switching 
carrier. 

^Industrial  Railways  Case,  29  I.C.C.  212;  Second  Industrial  Railways  Case,  34  I.C.C.  596; 
also  10  I.C.C.  1:  31  I.C.C.  490;  and  23  I.C.C.  277. 

■*The  Aliquippa  and  Southern  is  allocated  to  the  Pennsylvania  Railroad,  which  is  separated 
from  it  by  the  Ohio  River  over  which  there  is  no  bridge  at  this  point. 
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APPENDIX 


APPENDIX  1 

CONSOLIDATION  PROVISION  OF  INTERSTATE  COMMERCE  ACT* 

(2)  Whenever  the  Commission  is  of  opinion,  after  hearing,  upon  application  of 
any  prrier  or  carriers  engaged  in  the  transportation  of  passengers  or  property  subject 
to  this  Act,  that  the  acquisition,  to  the  extent  indicated  by  the  Commission,  by  one  of  such 
carriers  of  the  control  of  any  other  such  carrier  or  carriers  either  under  a lease  or  by 
purchase  of  stock  or  in  any  other  manner  not  involving  the  consolidation  of  such  carriers 
into  a single  system  for  ownership  and  operation,  will  be  in  the  public  interest,  the  Com- 
mission, shall  have  authority  by  order  to  approve  and  authorize  such  acquisition,  under 
such  rules  and  regulations  and  for  such  consideration  and  on  such  terms  and  conditions 
as  shall  be  found  by  the  Commission  to  be  just  and  reasonable  in  the  premises. 

(3)  The  Commission  may  from  time  to  time,  for  good  cause  shown,  make  such 
orders,  supplemental  to  any  order  made  under  paragraph  (1)  or  (2),  as  it  may  deem 
necessary  or  appropriate. 

(4)  The  Commission  shall  as  soon  as  practicable  prepare  and  adopt  a plan  for 
the  consolidation  of  the  railway  properties  of  the  continental  United  States  into  a limited 
number  of  systems.  In  the  division  of  such  railways  into  such  systems  under  such  plan, 
competition  shall  be  preserved  as  fully  as  possible  and  wherever  practicable  the  existing 
routes  and  channels  of  trade  and  commerce  shall  be  maintained.  Subject  to  the  foregoing 
requirements,  the  several  systems  shall  be  so  arranged  that  the  cost  of  transportation  as 
between  competitive  systems  and  as  related  to  the  values  of  the  properties  through  which 
the  service  is  rendered  shall  be  the  same,  so  far  as  practicable,  so  that  these  systems  can 
employ  uniform  rates  in  the  movement  of  competitive  traffic  and  under  efficient  manage- 
ment earn  substantially  the  same  rate  of  return  upon  the  value  of  their  respective  railway 
properties. 

(5)  When  the  Commission  has  agreed  upon  a tentative  plan,  it  shall  give  the 
same  due  publicity  and  upon  reasonable  notice,  including  notice  to  the  Governor  of  each 
State,  shall  hear  all  persons  who  may  file  or  present  objections  thereto.  The  Commission 
is  authorized  to  prescribe  a procedure  for  such  hearings  and  to  fix  a time  for  bringing 
them  to  a close.  After  the  hearings  are  at  an  end,  the  Commission  shall  adopt  a plan 
for  such  consolidation  and  publish  the  same;  but  it  may  at  any  time  thereafter,  upon  its 
own  motion  or  upon  application,  reopen  the  subject  for  such  changes  or  modifications  as 
in  its  judgment  will  promote  the  public  interest.  The  consolidations  herein  provided  for 
shall  be  in  harmony  with  such  plan. 

(6)  It  shall  be  lawful  for  two  or  more  carriers  by  railroad,  subject  to  this  act,  to 
consolidate  their  properties  or  any  part  thereof,  into  one  corporation  for  the  ownership, 
management,  and  operation  of  the  properties  theretofore  in  separate  ownership,  manage- 
ment, and  operation,  under  the  following  conditions : 

(a)  The  proposed  consolidation  must  be  in  harmony  with  and  in  furtherance  of 
the  complete  plan  of  consolidation  mentioned  in  paragraph  (5)  and  must  be  approved 
by  the  Commission ; 

(b)  The  bonds  at  pah  of  the  corporation  which  is  to  become  the  owner  of  the 
consolidated  properties,  together  with  the  outstanding  capital  stock  at  par  of  such  corpora- 
tion, shall  not  exceed  the  value  of  the  consolidated  properties  as  determined  by  the  Com- 
mission. The  value  of  the  properties  sought  to  be  consolidated  shall  be  ascertained  by  the 
Commission  under  section  19a  of  this  Act,  and  it  shall  be  the  duty  of  the  Commission 
to  proceed  immediately  to  the  ascertainment  of  such  value  for  the  properties  involved  in 
a proposed  consolidation  upon  the  filing  of  the  application  for  such  consolidation. 

(c)  Whenever  two  or  more  carriers  propose  a consolidation  under  this  section, 
they  shall  present  their  application  therefor  to  the  Commission,  and  thereupon  the  Com- 
mission shall  notify  the  Governor  of  each  State  in  which  any  part  of  the  proper- 
ties sought  to  be  consolidated  is  situated  and  the  carriers  involved  in  the  proposed  con- 
solidation, of  the  time  and  place  for  a public  hearing.  If  after  such  hearing  the  Com- 
mission finds  that  the  public  interest  will  be  promoted  by  the  consolidation  and  that  the 
conditions  of  this  section  have  been  or  will  be  fulfilled,  it  may  enter  an  order  approving 
and  authorizing  such  consolidation,  with  such  modifications  and  upon  such  terms  and  con- 

'Interstate  Commerce  Act,  Section  5,  (approved  February  28,  1920). 
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ditions  as  it  may  prescribe,  and  thereupon  such  consolidation  may  be  effected,  in  ac- 
cordance with  such  order,  if  all  the  carriers  involved  assent  thereto,  the  law  of  any  State 
or  the  decision  or  order  of  any  State  authority  to  the  contrary  notwithstanding. 

(7)  The  power  and  authority  of  the  Commission  to  approve  and  authorize  the 
consolidation  of  two  or  more  carriers  shall  extend  and  apply  to  the  consolidation  of  four 
express  companies  into  the  American  Railway  Express  Company,  a Delaware  corpora- 
tion, if  application  for  such  approval  and  authority  is  made  to  the  Commission  within 
thirty  days  after  the  passage  of  this  amendatory  Act ; and  pending  the  decision  of  the 
Commission  such  consolidation  shall  not  be  dissolved. 

(8)  The  carriers  affected  by  any  order  made  under  the  foregoing  provisions  of  this 
section  and  any  corporation  organized  to  effect  a consolidation  approved  and  authorized 
in  such  order  shall  be,  and  they  are  hereby,  relieved  from  the  operation  of  the  “antitrust 
laws,”  as  designated  in  section  1 of  the  Act  entitled  “An  Act  to  supplement  existing  laws 
against  unlawful  restraints  and  monopolies,  and  for  other  purposes,”  approved  October 
IS,  1914,  and  of  all  other  restraints  or  prohibitions  by  law.  State  or  Federal,  in  so  far 
as  may  be  necessary  to  enable  them  to  do  anything  authorized  or  required  by  any  order 
made  under  and  pursuant  to  the  foregoing  provisions  of  this  section. 


APPENDIX  II 

The  complete  plan  of  consolidation,  released  by  the  Interstate  Commerce  Commis- 
sion December,  1929,  provides  for  the.  allocation  of  railroads  operating  within  the  State 
of  Pennsylvania  to  the  first  seven  systems,  as  follows ; 

System  No.  1 — Boston  and  Maine 
The  Delaware  and  Hudson  Company 

Wilkes-Barre  Connecting  Railroad  Company  (undivided  one-half  interest) 

System  No.  2 — Nezo  Haven 
The  Lehigh  and  Pludson  River  Railway  Company 
Lehigh  and  New  England  Railroad  Company 
New  York,  Ontario  and  Western  Railway  Company 

System  No.  3 — Neiv  York  Central 
Lake  Erie,  Franklin  and  Clarion  Railroad  Company 
New  York  Central  Railroad  Company 
The  Pittsburgh  and  Lake  Erie  Railroad  Company 
Cambria  and  Indiana  Railroad  Company  (undivided  one-third  interest) 

Cherry  Tree  and  Dixonville  Railroad  Company  (undivided  one-half  interest) 
McKeesport  Connecting  Railroad  Company  (undivided  one-third  interest) 

The  Monongahela  Railway  Company  (undivided  one-third  interest) 

Pittsburgh,  Chartiers  and  Youghiogheny  Railway  Company  (undivided  one-half  interest) 

System  No.  4 — Pennsylvania 
Aliquippa  and  Southern  Railroad  Company 
Bellefonte  Central  Railroad  Company 
Coudersport  and  Port  Allegheny  Railroad  Company 
Dents  Run  Railroad  Company 
Donora  Southern  Railroad  Company 
East  Broad  Top  Railroad  and  Coal  Company 
Hickory  Valley  Railroad  Company 

Huntingdon  and  Broad  Top  Mountain  Railroad  and  Coal  Company 

Kane  and  Elk  Railroad  Company 

Kishocoquillas  Valley  Railroad  Company 

Ligonier  Valley  Railroad  Company 

Pennsylvania  Railroad  Company 

The  Pittsburgh,  Lisbon  and  Western  Railroad  Company 

Pittsburgh  and  Susquehanna  Railroad  Company 

Scootac  Railway  Company 

Sheffield  and  Tionesta  Railway  Company 

The  Stewartstown  Railroad  Company 

The  Strasburg  Railroad  Company 

Susquehanna  River  and  Western  Railroad  Company 

Tuscarora  Valley  Railroad  Company 

Western  Allegheny  Railroad  Company 


149 


The  Winfield  Railroad  Company 

Cambria  and  Indiana  Railroad  Company  (undivided  one-third  interest) 

Cherry  Tree  and  Dixonville  Railroad  Company  (undivided  one-half  interest) 

Conemaugh  and  Black  Lick  Railroad  Company  (undivided  one-half  interest) 

Etna  and  Montrose  Railroad  Company  (undivided  one-half  interest) 

Johnstown  and  Stony  Creek  Railroad  Company  (undivided  one-half  interest) 
McKeesport  Connecting  Railroad  Company  (undivided  one-third  interest) 

The  Monongahela  Railway  Company  (undivided  one-third  interest) 

New  Haven  and  Dunbar  Railroad  Company  (undivided  one-half  interest) 

Pittsburgh,  Chartiers  and  Youghiogheny  Railway  Company  (undivided  one-half  interest) 
Steelton  and  Highspire  Railroad  Company  (undivided  one-half  interest) 

Wilkes-Barre  Connecting  Railroad  Company  (undivided  one-half  interest) 

System  No.  5 — Baltimore  and  Ohio 

Baltimore  and  Ohio  Railroad  Company 

Brownstone  and  Middletown  Railroad  Company 

Buffalo,  Rochester  and  Pittsburgh  Railway  Company 

Buffalo  and  Susquehanna  Railroad  Corporation 

The  Central  Railroad  Company  of  New  Jersey 

Chestnut  Ridge  Railway  Company 

Cornwall  Railroad  Company 

Maryland  and  Pennsylvania  Railroad  Company 

Mt.  Jewett,  Kinzua  and  Riterville  Railroad  Company 

Quakertown  and  Bethlehem  Railroad  Company 

Reading  Company 

Sharpsville  Railroad  Company 

Tionesta  Valley  Railway  Company 

Upper  Merion  and  Plymouth  Railroad  Company 

Ursina  and  North  Fork  Railway  Company 

Valley  Railroad  Company 

Washington  Run  Railroad  Company 

Cambria  and  Indiana  Railroad  Company  (undivided  one-third  interest) 

Conemaugh  and  Black  Lick  Railroad  Company  (undivided  one-half  interest) 

Etna  and  Montrose  Railroad  Company  (undivided  one-half  interest) 
fronton  Railroad  Company,  Lessees,  (undivided  one-half  interest) 

Johnstown  and  Stony  Creek  Railroad  Company  (undivided  one-half  interest) 
McKeesport  Connecting  Railroad  Company  (undivided  one-third  interest) 

Monongahela  Railway  Company  (undivided  one-third  interest) 

New  Haven  and  Dunbar  Railroad  Company  (undivided  one-half  interest) 

Northampton  and  Bath  Railroad  Company  (undivided  one -half  interest) 

Philadelphia,  Bethlehem  and  New  England  Railroad  Company  (undivided  one-half 
interest) 

Steelton  and  Highspire  Railroad  Company  (undivided  one-half  interest) 

System  No.  6 — Chesapeake  and  Ohio-Nickel  Plate 

Bessemer  and  Lake  Erie  Railroad  Company 

The  Delaware,  Lackawanna  and  Western  Railroad  Company 

Delaware  Valley  Railway  Company 

Erie  Railroad  Company 

The  New  York,  Chicago  and  St.  Louis  Railroad  Company 
New  York  and  Pennsylvania  Railway  Company 
New  York,  Susquehanna  and  Western  Railroad  Company 
Pittsburgh  and  Shawmut  Railroad  Company 

Northampton  and  Bath  Railroad  Company  (undivided  one-half  interest) 

System  No.  7 — Wabash-Seaboard 

Lehigh  Valley  Railroad  Company 

The  Pittsburgh  and  West  Virginia  Railway  Company 

Susquehanna  and  New  York  Railroad  Company 

Western  Maryland  Railway  Company 

Williamsport  and  North  Branch  Railway  Company 

fronton  Railroad  Company,  Lessees,  (undivided  one-half  interest) 
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APPENDIX  III 

A PETITION  TO  THE  INTERSTATE  COMMERCE  COMMISSION 

MARCH  14,  1930 

Now  come  the  Commercial  Exchange  of  Philadelphia,  Commercial  Traffic  Managers 
of  Philadelphia,  Grocers  and  Importers  Exchange  of  the  City  of  Philadelphia,  Manu- 
facturers Club  of  Philadelphia,  Northeast  Philadelphia  Chamber  of  Commerce,  Phila- 
delphia Board  of  Trade,  Philadelphia  Bourse,  Philadelphia  Qiamber  of  Commerce, 
Philadelphia  Drug  Exchange,  Philadelphia  Maritime  Exchange,  Philadelphia  Real 
Estate  Board  and  Produce  Exchange  of  Philadelphia,  and  respectfully  petition  the  com- 
mission to  reopen  the  above  proceeding  and  to  modify  the  plan  published  by  the  com- 
mission on  December  9,  1929,  as  provided  in  Section  5 of  the  Interstate  Commerce  Act, 
and  in  support  of  their  said  petition  respectfully  show : 

First.  Petitioners  are  corporations  or  unincorporated  associations,  consisting  of 
persons,  firms  and  corporations  interested  in  the  commerce  and  welfare  of  the  City  of 
Philadelphia.  They  are  the  recognized  organizations  of  the  several  businesses  indicated 
by  their  names,  and  comprise  the  principal  trade  organizations  of  Philadelphia  directly 
interested  in  railroad  transirortation. 

Second.  In  its  plan  dated  December  9,  1929,  the  commission  assigned  the  Reading 
Company  and  the  Central  Railroad  Company  of  New  Jersey  and  numerous  short  lines 
which  are  now  members  of  the  Reading-Jersey  Central  System,  or  connections  of  that 
system,  to  “System  No.  5 — Baltimore  and  Ohio.” 

Third.  Your  petitioners  believe  that  the  public  interest  will  be  better  promoted 
if  the  plan  is  reopened  and  modified  so  as  to  make  the  Reading  and  Jersey  Central  the 
basis  of  an  independent  system.  If  the  Reading- Jersey  Central  System  be  made  the 
basis  of  an  independent  system,  competition  will  be  more  fully  preserved,  the  existing 
routes  and  channels  of  trade  and  commerce  will  be  better  maintained,  and  the  cost  of 
transportation  as  between  competitive  systems  and  as  related  to  the  values  of  the 
properties  through  which  the  service  is  rendered  will  be  more  nearly  the  same  than  if  the 
Reading- Jersey  Central  is  included  in  the  Baltimore  and  Ohio  System,  and  the  several 
systems  can  employ  uniform  rates  in  the  movement  of  competitive  traffic  and  under 
efficient  management  can  earn  the  same  rate  of  return  upon  the  value  of  their  respective 
railway  properties. 

Fourth.  It  is  approximately  six  years  since  the  public  hearings  of  the  commis- 
sion were  closed.  Since  then  important  changes  have  occurred  bearing  upon  the 
propriety  of  the  inclusion  of  the  Reading-Jersey  Central  System  in  the  Baltimore  and 
Ohio  System.  Your  petitioners  desire  to  present  at  the  reopened  hearing  a complete 
statement  of  the  relevant  facts  bearing  upon  the  disposition  of  the  Reading- Jersey 
Central  System  in  the  commission’s  plan  of  December  9,  1929. 

Wherefore  petitioners  pray  that  the  commission  reopen  this  proceeding,  as 
contemplated  by  Section  5,  paragraph  5,  of  the  Interstate  Commerce  Act,  and  that 
at  the  said  reopened  proceeding  petitioners  be  given  an  opportunity  to  present  evidence 
concerning  the  allocation  of  the  Reading- Jersey  Central  System,  and  that  after  said 
hearing  the  commission  set  up  a separate  system,  consisting  of  the  Reading  Company, 
the  Central  Railroad  of  New  Jersey  and  such  lines  now  affiliated  with  these  carriers 
or  connecting  them,  as  in  the  judgment  of  the  commission  may  be  necessary  to  round 
out  and  complete  the  Reading-Jersey  Central  System. 


APPENDIX  IV 

PHILADELPHIA  CHAMBER  OF  COMMERCE 
Twelfth  and  Walnut  Streets 

Philadelphia,  March  24,  1930. 

Dr.  Howard  C.  Kidd, 

Pittsburgh,  Pa. 

Dear  Doctor  Kidd : 

Please  find  enclosed  copy  of  resolution  adopted  by  the  Joint  Executive  Trans- 
portation Committee  of  Philadelphia  Commercial  Organizations,  opposing  railroad 
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TOiisolidation ; also  copy  of  petition  requesting  reopening  for  argument  the  Interstate 
Commerce  Comrnission’s  plan  for  consolidation. 

The  resolution  has  been  presented  to  the  Interstate  Commerce  Commission,  the 
benate  Committee  on  Commerce,  the  House  Committee  on  Interstate  and  Foreign 
Commerce,  and  the  entire  Pennsylvania  congressional  delegation ; also,  the  resolution 
has  been  presented  to  the  United  States  Chamber  of  Commerce  with  the  request  that 
same  be  placed  upon  its  docket  for  consideration  at  the  annual  meeting  to  be  held 
during  the  month  of  May. 

The  petition  to  reopen  has  been  filed  with  the  Commission,  copies  served  upon 
counsel  of  the  Baltimore  & Ohio  and  Reading;  also,  copies  have  been  sent  to  all 
commercial  organizations  in  New  Jersey  and  Pennsylvania. 

For  your  information,  this  Joint  Committee  was  created  at  a meeting  of  all 
commercial  organizations  of  Philadelphia;  therefore,  its  actions  are  representative 
in  every  respect. 

Very  truly  yours, 

(signed)  P.  H.  Gadsden 
President 

***** 

The  following  Resolution  was  unanimously  adopted  by  the  Joint  Executive  Trans- 
portation Committee  representing  all  Commercial  Organizations  of  Philadelphia : 

WHEREAS,  the  reasons  which  prompted  Congress  in  1920  to  adopt  the  policy 
of  railroad  consolidation,  do  not  exist  in  1930;  in  1920  the  railroads  were  demoralized 
due,  to  the  war;  today  they  are  affording  the  best  service  shippers  have  ever  enjoyed; 
and 


WHEREAS,  four  years  ago  President  Hoover,  then  Secretary  of  Commerce, 
vvas  able  to  say : “Probably  the  most  outstanding  single  industrial  accomplishment 
since  the  war  has  been  the  reorganization  of  our  American  railroads.  Our  trans- 
portation service  was  not  only  demoralized  by  Government  operation  during  the 
war  but  had  suffered  . . . for  many  years  before.  The  annual  loss  . . . was 
estimated  ...  to  amount  to  hundreds  of  millions  a year  . . . The  railroads  dur- 
ing the  past  five  years,  not  only  h^ve  built  up  adequate  service  . . . but  they 
have  by  great  ability  of  their  managers  greatly  reduced  transportation  costs. 

The  result  of  this  great  reorganization  upon  the  whole  economic  fabric  of  the  country 
has  been  far  reaching,”  and 

WHEREAS,  this  description  applies!  to  the  railroads  today  with  even  greater 
emphasis ; and 

WHEREAS,  the  statistical  records  of  the  carriers  and  the  universal  opinions 
of  the  shippers  indicate  that  the  railroads  of  the  United  States  are  now  operating 
under  conditions  which  make  any  drastic  change  of  organization  both  unwise  and 
dangerous ; and 

WHEREAS,  no  sentiment  for  a national  scheme  of  railroad  consolidation  exists 
among  the  users  of  the  railroads,  and  the  Interstate  Commerce  Commission  by  its  reluc- 
tance to  issue  the  final  plan,  has  indicated  lukewarm  support  of  this  policy; 

THEREFORE,  BE  IT  RESOLVED,  in  view  of  the  possibility  that  the  whole- 
sale consolidation  of  railroads  may  disrupt  a railroad  situation  which  is  satisfactory 
to  the  shippers  and  public,  we  place  ourselves  on  record  as  favoring  the  repeal  of 
the  consolidation  clauses  of  the  Transportation  Act  of  1920  insofar  as  it  provides 
for  consolidation  in  terms  of  a general  plan,  but  favor  the  policy  which  would 
sanction  consolidation  of  individual  carriers  when  in  the  opinion  of  the  Interstate 
Commerce  Commission  public  interest  would  thereby  be  clearly  promoted. 


APPENDIX  V. 

JANUARY  20,  1930 

The  Executive  Council  of  the  Philadelphia  Board  of  T rade  today  approved 
the  suggestion  made  by  its  President,  Mr.  Philip  Godley,  that  the  Philadelphia  & 
Reading  Railway,  at  present  America’s  largest  terminal  railway  system,  should,  in 
the  interest  of  Philadelphia’s  commerce  through  the  greater  economy  afforded  shippers 
of  the  Country,  become  the  base  of  a trunk  line  system  rooted  in  Philadelphia  and 
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that  certain  other  lines  be  allocated  to  it  by  the  Interstate  Commerce  Commission, 
affording  it  necessary  connections  with  Central  Freight  Association  territory. 

_Mr.  Godley,  in  presenting  his  suggestions,  indicated  that  at  the  present  time  Phila- 
delphia is  served  by  two  trunk  lines — the  Pennsylvania  and  the  Baltimore  and  Ohio. 

It  was  Mr.  Godley’s  opinion  that  the  Interstate  Commerce  Commission  has  ignored 
the  necessities  of  Philadelphia  commerce.  Its  plans  would  leave  Philadelphia  as  a 
way-station  insofar  asi  the  Baltimore  and  Ohio  control  of  the  Reading  System  would 
imply.  The  Commission  has  indicated  its  approval  of  tlie  Reading’s  allocation  to  the 
Baltimore  and  Ohio  as  covered  by  its  application  for  same. 

_Mr.  Godley  accordingly  was  authorized  to  state  it  as  the  opinion  of  the  Phila- 
delphia Board  of  Trade  that,  in  justice  to  Philadelphia  and  Philadelphia  shippers,  as 
well  as  those  shippers  situated  in  the  interior  and  all  of  whom  are  entitled  to  a short 
low  grade  line  from  the  Middle  West  to  the  seaboard,  the  Philadelphia  & Reading 
Railway  affords  the  basic  property  upon  which  such  service  should  be  established. 

In  accordance  with  this,  Mr.  Godley  consulted  transportation  authorities  and 
proposed  a constructive  plan  for  such  allocations  of  other  Systems  to  the  Reading 
as  would  make  it  a trunk  line  serving  the  best  interests  of  Philadelphia. 

The  following  was  formulated  and  on  presentation  to  the  Executive  Council 
of  the  Philadelphia  Board  of  Trade  was  approved: 

RAIL  CONSOLIDATION- 
HOW  SHOULD  IT  BE  APPLIED? 

We  will  consider  the  question  from  the  standpoint  of  Philadelphia’s  industries, 
its  relationship  to  foreign  and  domestic  commerce  and  hence  Philadelphia’s  position 
as  a port. 

On  one  side  New  York’s  ocean  services  and  many  competing  rail  carriers  have 
competitive  advantages ; on  the  other,  Baltimore  possesses  advantages  on  low  rate 
tonnage. 

If  the  Commission’s  final  plan  is  carried  out,  Philadelphia  becomes  a two- 
railroad  town,  the  only  great  City  in  America  so  penalized.  This  prospect  raises 
certain  questions  which  local  interests  will  have  to  put  forcefully  before  the  country 
or  else  content  itself  with  the  prospect  of  commercial  and  industrial  stagnation. 

Some  of  these  questions  are: 

1.  How  can  Philadelphia  develop  its  export  and  import  traffic  if  the  many 
competitive  open  routes  to  the  interior  are  gradually  closed  as  a consequence  of  the 
Reading  Company’s  elimination  as  a terminal  system,  which  the  Commission  now 
proposes  ? 

2.  How  could  business  originating  at  any  point  on  the  Reading  be  preserved 
a free  selection  of  routes  to  destination  inland  when  the  consolidated  Baltimore  and 
Ohio,  under  the  final  plan,  is  entitled  to  influence  that  business  (to  a great  extent) 
on  its  own  long  haul  basis? 

3.  If  the  Reading  in  the  future  is  denied  the  opportunity  to  distribute  its  ton- 
nage to  a number  of  connecting  lines,  how  could  it  influence  a reciprocal  treatment 
by  the  same  connecting  lines  on  its  inbound  business? 

4.  Is  it  vital  to  the  future  welfare  of  the  Baltimore  and  Ohio  that  it  must  have 
the  Reading  to  maintain  its  position  in  competition  with  the  other  consolidated  groups? 

5.  Is  it  vital  to  Philadelphia  to  maintain  free  and  open  connections  with  the 
three  other  great  groups  (New  York  Central,  Chesapeake-Nickel  Plate,  Wabash)  also 
the  Canadian  Lines  and  those  through  the  South  ? 

6.  Is  it  vital  to  Philadelphia  that  a terminal  system  be  maintained  in  our  indus- 
trial territory  immediately  tributary  (Eastern  Pennsylvania  and  New  Jersey)  on  a 
basis  which  would  influence  the  terminal  to  support  coastwise  tonnages  unhampered 
by  its  desire  to  influence  long  hauls? 

7.  Is  it  expedient  that  favorable  traffic  conditions  be  accorded  a so-called  outer- 
port  and  that  thus  the  congestion  and  delays  which  characterize  the  movement  of 
traffic  at  New  York  be  relieved  in  the  interest  of  the  shipper; — economy  in  time  and 
money  be  assured — by  the  further  development  of  traffic  movement  at  Philadelphia? 

8.  In  view  of  these  factors  from  the  terminal  standpoint  would  it  Ire  to  Phila- 
delphia’s greater  advantage  to  nominate  the  Reading  as  the  basis  upon  which  to  con- 
struct a trunk  line  system  affording  a short,  low  grade  service  between  the  Western 
Gateways  and  the  Atlantic  Seaboard  inherently  disposed  to  develop  its  traffic  facilities 
at  Philadelphia  as  paramount  to  those  provided  elsewhere  and  thus  secure  for  Phila- 
delphia three  trunk  line  services? 

9.  What,  if  any,  would  be  the  disadvantages  of  such  a plan? 

10.  How  should  we  best  proceed  to  accomplish  results  of  permanent  benefit? 
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THE  READING  AS  A TERMINAL  SYSTEM 

In  discussing  this  phase  of  the  proposition  it  becomes  apparent  that : 

If  in  the  future  the  Baltimore  and  Ohio  is  the  only  carrier  (other  than  the  Penn- 
sylvania Railroad)  operating  out  of  Philadelphia  we  would  be  largely  dependent  upon 
its  generosity  in  maintaining  such  volume  of  business  through  Philadelphia  only  in  the 
event  that  it  were  more  profitable  from  an  operating  cost  standpoint  to  do  so. 

The  Baltimore  and  Ohio  would  naturally  protect  such  in-  and  out-bound  Reading 
business  working  through  the  present  existing  routes  which  they  could  not  touch  on  a 
long-haul  basis,  but  the  other  carriers  such  as  New  York  Central,  Chesapeake-Nickel 
Plate,  who  would  have  no  line  through  Philadelphia  could  not  be  expected  to  support 
the  inbound  business  into  Philadelphia  as  they  would  naturally  be  influenced  to  support 
New  York  and  Hampton  Roads.  The  need  to  support  this  inbound  business  by  the 
usual  reciprocal  method  is  the  fact  that  forces  us  to  the  conclusion  that  the  Reading 
must  remain  a terminal. 

From  the  terminal  standpoint  we  must  look  into  the  future  and  determine  if  the 
Reading  as  now  set  up  is  competent  to  function  as  a real  terminal  protecting  its  own 
interior  interests  and  that  its  connections  with  other  lines  would  be  sufficient  to  protect 
Philadelphia  in  every  direction. 

Commissioner  Eastman  recommends  a Reading  system  composed  of  Reading  Com- 
pany, Central  of  New  Jersey,  Western  Maryland  and  Lehigh  and  Hudson  River.  As  a 
terminal  this  would  maintain  the  old  established  interior  routes  from  the  West  Virginia 
coal  fields  to  New  England,  but  would  tend  to  promote  the  same  reprisal  on  the  part 
of  the  Baltimore  and  Ohio  because  the  Reading  then  would  be  in  direct  competition  for 
West  Virginia  coal  traffic. 

This  would  work  a distinctive  hardship  on  Western  Pennsylvania’s  coal  traffic 
originating  on  the  New  York  Central.  The  set  up  above  noted  if  carried  out,  would 
seem  to  dictate  that  the  New  York  Central’s  coal-carrying  lines  in  Western  Pennsyl- 
vania ought  to  be  detached  and  added  to  the  Reading,  This  probably  would  be  a good 
thing  to  do  as  then  the  equa-distant  haul  of  coal  by  the  Reading  would  maintain  a parity 
between  Western  Pennsylvania  and  West  Virginia  in  marketing  soft  coal.  This,  how- 
ever, would  influence  a better  movement  of  sending  coal  out  of  Western  Pennsylvania  and 
t'nis  condition  would  no  doubt  be  met  by  the  Pennsylvania  Railroad  as  it  would  also 
be  entitled  to  develop  a competitive  interior  route  to  New  England. 

It  is  reasonable  and  logical  that  the  stronger  the  terminal  system  proposed  is  in 
the  East  the  more  it  would  entitle  the  Pennsylvania  to  round  out  its  system  in  the  same 
territory.  The  better  network  the  terminal  possesses  the  more  reasonable  it  would  be  to 
confine  the  proposed  fifth  trunk  line  (the  Wabash)  to  the  territory  west  of  Buffalo  and 
Pittsburgh.  This  would  compel  a community  of  interest  between  the  terminal  and  the 
Wabash,  working  to  the  satisfaction  of  both  and  should  protect  Philadelphia’s  interests 
much  better. 

As  the  fifth  trunk  line  plan  now  stands  it  necessitates  a long  piece  of  trackage  to 
bridge  the  gap  between  the  Western  Maryland  and  the  Lehigh  Valley.  Consolidations 
ought  to  be  made  with  the  use  of  the  least  amount  of  trackage. 

Probably  to  protect  the  Reading  as  a terminal  system  and  also  to  protect  the  City 
of  Baltimore,  the  Western  Maryland  should  be  set  up  as  a bridge  line.  This  in  the 
treatment  of  West  Virginia  coal  traffic  would  place  the  Baltimore  and  Ohio  and  Western 
Maryland  on  a parity  for  favors  from  the  Reading  and  would  provide  Baltimore  with  an 
open  route  to  such  connections!  as  New  York  Central,  Chesapeake-Nickel  Plate,  Wabash, 
Norfolk  and  Western  and  Reading. 

If  the  Reading  stands  alone  as  a terminal  it  probably  needs  the  Lackawanna,  plus 
the  New  York  Central  coal  lines,  in  Western  Pennsylvania.  This  would  create  a system 
sufficiently  strong  financially  and  its  physical  layout  would  make  it  easy  to  absorb  cer- 
tain weaker  short  lines  in  Western  Pennsylvania  such  as  Buffalo  and  Susquehanna,  Pitts- 
burgh and  Shawmut,  Pittsburgh,  Shawmut  and  Northern,  Cambria  and  Indiana  and 
others. 

In  this  system  could  well  go  the  Lehigh  and  New  England;  New  York  Susque- 
hanna and  Western;  Wilkes-Barre  and  Eastern;  and  certain  of  the  Erie’s  North  Jersey 
suburban  lines,  which  would  permit  such  a combination  to  go  forward  with  a real  ter- 
minal plan  in  the  New  York-North  Jersey  Metropolitan  zone,  which  will  have  to  come 
and  should  be  under  way  now. 

This  is  predicated  on  the  theory  that  it  is  desirable  to  overlay  the  present  rail  groups, 
that  are  largely  confined  to  the  rate-making  territories,  with  at  least  one  over-lapping 
system  which  the  Wabash  is  at  present  admirably  set  up  to  be. 

If  the  Wabash  were  based  upon  such  gateways  as  Buffalo  and  Pittsburgh,  Cincin- 
nati, Louisville,  St.  Louis,  Kansas  City,  Omaha,  Twin  Cities,  Chicago  and  Frankfort,  it 
would  be  in  a position  as  a great  interior  bridge-line  to  connect  with  the  greater  rail- 
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road  systems  in  the  United  States  and  Canada.  This  would  have  a splendid  effect  in 
maintaining  competitive  routes  and  services  supported  as  it  would  be  in  the  East  by 
strong  terminal  interests  of  necessity  closely  related. 

As  a trunk  line  the  other  view  that  the  Reading  should  be  the  nucleus  of  another 
trunk  line  would  necessitate  the  Reading  being  set  up  on  a basis  superior  to  the  present 
Baltimore  and  Ohio  plan.  To  accomplish  this  a railroad  of  considerable  ramification 
would  have  to  be  worked  out  and  probably  should  consist  of  the  Erie,  New  York  Susque- 
hanna and  Western,  Lehigh  and  New  England,  Reading,  Western  Maryland,  Pittsburgh 
and  West  Virginia,  Wheeling  and  Lake  Erie,  Nickel  Plate,  Chicago,  Attica  and  Southern 
and  perhaps  the  Canadian  National  in  the  State  of  Michigan,  plus  trackage  over  the 
Canadian  National  between  Niagara  Falls  and  Port  Huron,  also  several  short  lines  in 
Western  Pennsylvania  together  with  Bessemer  and  Lake  Erie,  and  Union  Railroads  to 
make  a well-balanced  system. 

This  group  would  necessarily  make  Wabash  dependent  upon  the  Lackawanna  as 
a bridge  line  to  Atlantic  Seaboard  territory  as  well  as  a connection  to  New  England. 

The  lines  used  in  making  up  a Reading  Trunk  line  would  force  the  present  Chesa 
peake-Hocking  Valley-Pere  Alarquette  combination  to  stand  alone  as  they  are  now 
constituted. 

Such  a Reading  group,  however,  would  be  interested  in  developing  the  long-haul. 
This  would  tend  in  time  to  close  up  the  other  open  routes  now  existing  and  would  also 
tend  to  throw  out  of  balance  many  careful  adjustments  of  years  standing.  The  question 
is:  Would  there  be  more  unbalancing  than  under  the  Commission's  present  plan? 

Consolidation  can  only  be  developed  by  those  interested  financially.  It  would  now 
seem  Philadelphia’s  proper  course  in  view  of  the  Interstate  Commerce  Commission  Act, 
is  to  intervene  in  every  application  now  filed  before  the  Commission — or  which  may  be 
filed  in  the  future — which  tends  in  any  way  to  affect  this  City’s  position. 

Only  by  such  intervention  can  Philadelphia  effectively  place  before  the  Commission 
arguments  defending  our  commerce  and  obtain  for  this  City  the  rights  to  which  it  is 
entitled. 


APPENDIX  VI 

PENNSYLVANIA  STATE  CHAMBER  OF  COMMERCE 
State  Chamber  Building,  Harrisburg 

Dr.  Howard  C.  Kidd,  June  4,  193(1 

School  of  Business  Administration, 

University  of  Pittsburgh, 

Pittsburgh,  Pa. 

Dear  Dr.  Kidd : 

We  give  a summary  below  of  replies  to  our  questionnaire  on  Railroad  Consoli- 
dation as  the  plan  affects  Pennsylvania. 

Opposed  are  the  following  organizations : — 

Allentown  Chamber  of  Commerce 

Ardmore  Chamber  of  Commerce 

Boyertown  Chamber  of  Commerce 

East  Stroudsburg  Board  of  Trade 

Fleetwood  Chamber  of  Commerce 

Harrisburg  Chamber  of  Commerce 

Hazleton  Chamber  of  Commerce 

Lebanon  Chamber  of  Commerce 

Milton  Chamber  of  Commerce 

Mt.  Carmel  Chamber  of  Commerce 

Montgomery  County  Jklanufacturers’  Association 

Norristown  Chamber  of  Commerce 

Northeast  Philadelphia  Chamber  of  Commerce 

Orangeville  Chamber  of  Commerce 

Philadelphia  Chamber  of  Commerce 

Pottstown  Chamber  of  Commerce 

Reading  Chamber  of  Commerce 

Royers  ford  Chamber  of  Commerce 

Sayre  Chamber  of  Commerce 

Shamokin  Chamber  of  Commerce 

Williamsport  Chamber  of  Commerce 

Favorable  to  the  plan  are: 

Ellwood  City  Chamber  of  Commerce 

Hanover  Chamber  of  Commerce 

North  Side  (Pittsburgh)  Chamber  of  Commerce 

155 


Taking  the  question  under  consideration  are : ' 

Chamber  of  Commerce  of  Pittsburgh 
Lancaster  Chamber  of  Commerce 

Scranton  Chamber  of  Commerce  i 

Wilkes-Barre  Wyoming  Valley  Chamber  of  Commerce 
York  Chamber  of  Commerce 

Indifferent  to  consolidation  is  the  Bradford  Chamber  of  Commerce. 

Unprepared  to  take  a stand  are : ‘ 

Chambersburg  Chamber  of  Commerce 

Chestnut  Street  (Philadelphia)  Merchants  Association  I 

Coatesville  Chamber  of  Commerce  i 

Enterprise  Association  of  Philipsburg 
Manufacturers'  Association  of  Erie 
Palmyra  Chamber  of  Commerce 

Sincerely  yours, 

(signed)  Leonard  P.  Pox 
Manager,  Research  & Information  Bureau. 

APPENDIX  VII 

RESOLUTION  OF  THE  READING,  PENNSYLVANIA, 

CHAMBER  OF  COMMERCE 
February  25,  1930 

Whereas,  The  Interstate  Commerce  Commission  has  handed  down  a proposed 
plan  of  consolidation  by  Eastern  railways,  suggesting  the  absorption  and  operation  of 
the  Reading  Company  and  its  allied  lines  by  the  Baltimore  and  C)hio  system;  and 

Whereas,  This  community  has  been  efficiently  served  by  the  Reading  Company 
and  its  predecessors  for  nearly  100  years,  in  later  years  in  competition  with  the  Penn- 
sylvania Railroad,  and  that  during  this  time  much  of  the  trade  of  the.  modern  port 
of  Philadelphia  has  been  built  up  through  the  peculiar  advantages  offered  by  the  Reading 
Company,  and  the  prosperity  of  the  entire  Schuylkill  Valley  enhanced  because  of  the 
immense  anthracite  shipments  made  on  the  trackage  rights  of  this  company,  now  in 
competition  with  bituminous  interests  in  Western  Pennsylvania  and  other  States  served 
by  the  Baltimore  and  Ohio  Railroad;  and 

Whereas,  Diversion  of  traffic  is  to  be  feared  from  Philadelphia  to  the  ports  of 
New  York  and  Baltimore,  and  the  passing  of  control  from  the  hands  of  Pennsylvania 
interests  would  cause  manufacturers,  shippers  and  receivers  of  freight  to  lose  that 
personal  contact  with  high  executives  which  has  made  possible  the  splendid  service 
existing  today,  and  also  lose  to  the  State  of  Pennsylvania  that  prestige  which  has  come 
through  the  location  of  the  offices  and  the  banking  interests  of  the  Reading  Company 
within  its  borders,  and 

Whereas,  The  great  shops'  of  the  Reading  Company  are  now  located  in  Reading, 
which  are  among  the  finest  in  the  world,  and  with  which  the  prosperity  of  the  com- 
munity at  present,  and  its  future  growth,  are  inseparably  connected ; and  since  the 
Reading  Company’s  properties  compare  favorably  with  those  of  any  railroad  in 
America,  this  condition  being  maintained  by  continual  annual  reinvestments  of  capital ; 
and 

Whereas,  the  opinion  of  the  commission  was  not  unanimous',  but  that  Commis- 
sioner Eastman  submitted  an  alternative  plan,  providing  for  the  consolidation  of  the 
Reading,  Central  Railroad  of  New  Jersey,  Western  Maryland  and  Lehigh  and  Hudson 
River  railroads,  which  would  continue  the  present  unrestricted  outlet  at  the  port  of 
Philadelphia,  and  other  ports,  on  more  nearly  the  present  terms;  therefore,^  be  it 

Resolved,  That  this'  meeting  of  citizens,  believing  that  they  are  acting  in  the  best 
interests  of  the  communities  in  which  they  reside,  hereby  protest  to  the  Interstate  Com- 
merce Commission  against  the  proposed  merger  of  the  Reading  Company  with  the 
Baltimore  and  Ohio  Railroad  system,  or  any  other  merger  plan  vvhich  will  erase  the 
identity  of  the  Reading  Company,  and  this  more  particularly  in  view  of  the  fact  that 
there  is  no  outspoken  public  demand  for  the  segregation  of  Eastern  rail  carriers  into 
a few  large  and  possibly  unwieldy  groups ; and,  further,  that  we  feel  that  the  Reading 
Company  is  too  important  a system'  to  be  absorbed  by  another  company  under  existing 
circumstances  until  such  time  as  it  can  definitely  be  shown  that  such  merger  shall  be 
distinctly  advantageous  to  both  carriers,  shippers  and  general  public. 
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Commission  towards,  13-16;  Reading-Baltimore  and  Ohio  case  m,  -i  iuu. 

Couzens  Senate  Resolution,  17,  50,  95. 

Cummins,  Senator,  6,  92. 

Cunningham,  W.  J.,  52. 

Daniels,  Winthrop  M.,  96. 

Delaware  and  Hudson,  7,  8,  9 138-141 

Delaware,  Lackawanna  and  Western,  7,  8,  9,  68,  1-i,  t — 

Eastman,  Commissioner,  8,  10,  12,  13,  la,  16,  35,  43,  69,  92,  110,  1„0,  13-. 

Economies,  91-95,  96,  97,  98,  99. 

Erie  Railroad,  7,  8,  9,  141-144. 

Finance,  62-70,  107,  114,  118,  121,  129-131,  14-. 

Gateways,  open  and  closed,  26,  27,  28  32-36. 

Great  Northern-Northern  Pacific,  8,  92,  94. 

Hoch-Smith  Resolution,  95. 

Hoover,  Herbert,  14,  95. 

Johnson,  Emory  R.,  84,  85. 

Labor,  orgauizations.  46,  47;  views  on  copsoliclation,  47-50,  53,  93;  Brifisl.  legisla.iou,  50; 

views  of  Daniel  Willard  on,  51,  52;  d’^Placemen  of,  94. 

Lehigh  and  Hudson  River  Radroad,  8,  9,  69,  70  1 0 HI- 
Lehigh  and  New  England  Railroad,  8,  9,  69,  110,  111. 

Lehigh  Valley  Railroad,  7,  8,  9,  34_,  114-121. 

Long  haul  policy,  30-31 ; legal  position  of,  31-32. 

McManamy,  Commissioner,  8,  9,  12,  13,  15,  35,  92,  93. 

New  York,  75,  86,  87,  88. 

New  York  Central,  7,  9,  26,  67,  72,  105,  118,  1-.1,  R-  financial  and  traffic 

Norfolk  and  Western,  affiliation  with  Pennsylvania  Railroad,  128,  financial  and 

connections,  129-131 ; coal  tonnage,  131,  13-. 

129-131 ; see  Norfolk  and  Western. 

Pennsylvania  State  Chamber  of  Commerce,  21,  27,  36,  44,  185. 

Philadelphia,  Port  of,  84-88. 

Pittsburgh,  81.  . . ^ o n 

Pittsburgh  and  West  Virginia,  7,  8,  9,  H_-1Z8. 

157 


Porter,  Commissioner,  8,  9,  11,  12,  68,  121. 

Port  of  New  York  Authority,  75,  107. 
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Ripley,  Professor  W.  Z.,  5,  7,  35,  42,  66,  106,  133,  136. 

Routes,  71-83;  123,  124. 
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